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e In the Record « 


This Way or That? 


There is a dichotomy on the business scene. 

The more optimistic perhaps are unaware of it. At least, 
they keep their eyes on the high production index, which is 
back to the April, 1951, peak. They look at the personal 
income figure, which set a new high record in August. They 
feel comfortable that unemployment is no problem; in fact, 
the figure drooped to a new postwar low in September. 
They know that civilian orders are strong; and that pro- 
curement contracts are being let. Business is good and the 
signs are good for business to continue good. 

The less optimistic are not necessarily unaware of these 
healthy signs. It’s only that they seem to put more weight 
on certain aspects of these indicators. Volume is up, but 
has there been any improvement in prices? in margins? in 
investment opportunities? The answer is no. And the stock 
market? Well, industrial stocks were about 6% lower to- 
ward the end of October than at the start of August. 

So while business has been doing very well, thank you, 
the stock market has been ailing. Commenting on this 
contradictory situation, our Business Analyst says that 
“there is nothing in the long-term outlook that is new and 
unfavorable, and at least one new and potentially favorable 
possibility has appeared.” For what this is and a better 
understanding of the state of the economy turn the page. 


Copper’s Bantamweight Competitor 


The colder the war among nations, the hotter the war— 
or, at least, the stiffer the competition—between two very 
useful and versatile metals: copper and aluminum. Produc- 
tion of both has been built up under the mobilization effort, 
and apparently there will be enough—perhaps some to spare 
—for a while, unless greater defense activity is called for. 

In the long-term view, both may be in short supply, de- 
pending on whether the expected secular growth of our 
economy comes through. In any case, it looks likely that the 
bantamweight aluminum will continue to challenge copper 
in the market place. (See page 415.) 


Putting Symbols in Their Place 


As in other things, symbols in economics can be handy 
shortcuts but they can also cause a lot of trouble. Some 
of the short-hand tools the economist uses bring forth 
emotional reactions or moral judgments; others carry with 
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them neat, preconceived meanings. And many of those 
which pop up most frequently in current discussion mean 
entirely different things to different persons and in varying 
contexts. That goes for the graphic and mathematical sym- 
bols as well as those that are semantic. 

It is little wonder, then, that misunderstandings can and 
do arise and expositions sometimes mislead—to say nothing 
of the results of downright misuse or misapplication of 
statistical and mathematical techniques. In a provocative 
study, Dr. Rufus 8. Tucker, of General Motors, digs into 
some economic symbols, separating them, in the process, 
from their emotional and moral connotations. And he offers 
a prescription for their more careful use. (Page 437.) 


Another Hour, Another Hunk of Steak 


Most people are dimly aware that their dollar isn’t worth 
much any more even though most of us have more dollars 
than we had a few years back. Precisely how well off we 
are compared, say, with 1939: is complicated by many vari- 
able factors affecting our personal lives, not to mention 
those changes in the broader economic forces which hit 
everybody. For one sizable group in the economy—factory 
workers—the purchasing value of an hour of work is com- 
pared with 1939 and 1914 in an article beginning on page 
427. The average factory earner has to labor 43 minutes now 
to purchase a pound of round steak, compared with 62 
minutes in 1914, Notwithstanding this favorable trend 
since 1914, the picture does not look so bright for recent 
years. For this item, the average worker must spend more 
time on the job now than he did in 1939. (Page 427.) 


How Much Do Old People Have To Spend? 


Close to 3.5 million aged persons currently receive Old 
Age and Survivors Insurance benefits. Since they number 
only a fourth of all persons sixty-five and over, the story of 
how they get along may not be typical for the whole 13 
million. Their smaller number, however, is sizable—as great 
ag the entire population of some small countries; and larger 
than any United States city except Chicago and New York. 

How much, then, are their benefits? What other income 
do they receive? Do they own their own homes? Informa- 
tion on these subjects has been scarce—hence the facts pre- 
sented ‘in the article starting on page 432 are doubly wel- 
come. (See also note on page 436.) 


Business Highlights 


BUSINESS AND THE STOCK MARKET 


A rise in-one has been accompanied by a decline in the other 


HE MORE fall figures that become available, 
the better business conditions look. 


SOME OF THE FIGURES 


Industrial production in September soared above 
its postwar peak of 223, originally achieved in 
April of 1951. In October, on the strength of an all- 
time high for steel production and postwar highs in 
many steel-consuming industries, it apparently ad- 
vanced a little further. 

¥ Personal income set a new record of $267 billion 
(annual rate) in August, despite continuing effects 
of the steel strike. Since August, wage and salary 
payments have risen further, while on balance other 
components appear to have remained about un- 
changed. The October figure for personal income 
should be in the neighborhood of $270 billion. The 
fourth quarter is likely now to witness the first im- 
portant quarter-to-quarter rise in disposable income 
in a year. (It is also likely to show a rise in real dis- 
posable income, thereby reversing a year-old down- 
trend.) 

Unemployment in September sank to a postwar 
low of 1.4 million. Insured unemployment figures, 
available weekly, showed, sharp drops from the end of 
the steel strike into the middle of October, and labor 
markets are tighter now than they have been in 
eighteen months. 

New orders in civilian industries have continued 
strong; in August they reached the highest levels since 
March, 1951. Defense agencies have continued to let 
procurement contracts at a rate of almost $5 billion 
a month, or substantially in excess of the delivery 
rate. 

Most crop reports have continued to improve 
steadily during the fall, and the harvest is now rated 
as probably the second best in history. While farm 
prices broke sharply in September, and have since 
continued to drift down, heavy marketings, plus gov- 
ernment support operations (particularly in wheat), 
are expected to give the farmer a very satisfactory 
income picture. 

By mid-October, virtually every weekly business 
indicator was showing modest gains over a year ago. 
For many, the gains were spectacular: automotive 
production, 14%; lumber production, 13%; paper- 
board production, 16%. The expansion of activity 


reached far back into the industrial chain, and cau- 
tious optimism was being more and more replaced by 
confidence. 

The short-term and long-term elements in this con- 
fidence need separating out. The current boom is cer- 
tainly generating some of its own optimism; witness 
the fact that steel demand is now actually stronger 
than it was a month ago, and conversion deals are now 
extending well into early 1953. But it does not seem 
likely that this self-improvement in business senti- 
ment will by itself erase the hesitant tone. However 
good the present levels of activity may be, the staying 
power of the boom has been suspect for a number of 
reasons, most of which revolve around the fact that 
under present defense projections no strong support 
for the boom seems available from any source after 
early 1953. In the absence of any noteworthy im- 
provement in the business outlook beyond the middle 
of 1953, one would expect growing caution, rather 
than growing optimism. This is particularly true 
since, in certain specific ways, current business itself 
discloses some unboomlike qualities. 


ON THE OTHER SIDE 


e In the first place, the expansion has failed thus 
far to shape a price trend. Commodities in the past 
six weeks have weakened further, and at a faster rate 
than at any time since early in the year. Farm com- 
modities were not alone in this weakening. Lead and 
zinc fell as world markets were confronted with heavy 
supplies. Raw chemicals and some lumber grades 
have fallen a little. Of the twenty-eight commodities 
listed in the Bureau of Labor Statistics spot index, 
18 are below their level of two months ago, and 8 
are as much as 5% below. 

Prices of manufactured goods have been stable. 
In a few cases, such as TV, there have been modest 
advances, but in general the momentum of the up- 
swing has not been imparted to prices. In September, 
in fact, even the consumer price index faltered, with 
food prices beginning to decline under the impact of 
continuing favorable crop estimates. Mid-October 
was perhaps still a little early to expect the full effect 
of the poststrike surge in income to make itself felt 
in retail prices of discretionary goods, but certainly no 
very clear effect had yet appeared. 

e Secondly, retail trade, while it has been stronger 
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than in any period since its sharp decline in early 1951, 
is still erratic, and has not yet caught fire the way it 
was expected to this fall. September department-store 
sales were only about equal to last year’s—and while 
there has been marked improvement in recent weeks, 
the outcome for the fall and winter seasons as a whole 
is still in doubt. It seems clear enough that volume 
will be good; at current levels of employment and in- 
come it could hardly be otherwise. The question is 
whether it will be very good—good enough to support 
current rates of manufacturing activity—and whether 
it can be done at prices that yield a reasonable mark- 
up. The automobile industry is engaged in testing 
those questions now. 

One of the reasons for the relatively moderate per- 
formance of retail trade, compared with the recent 
dizzy rises of other variables in the business scene, has 
been the failure of the saving rate to continue the 
contraction begun early this year. Preliminary esti- 
mates put the rate for the third quarter as a whole at 
about 7.3%—slightly above the rate in the preceding 
quarter. Going into the fourth quarter the rate was, 
if anything, still a little higher. 

This tendency of the saving rate to begin edging up 
again from a level that was considered somewhat high 
to begin with is not easily explained. The high level 
of the rate in late 1951 was widely attributed to Regu- 
lation W. Indication that this explanation had a cer- 
tain amount of truth in it is to be had in the rapid 
rise in credit buying when Regulation W expired in 
May. But as the postwar and post-Korea records 
lengthen, other factors have begun to make an im- 
portant appearance. 

In the four months after Regulation W terminated, 
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instalment sale credit outstanding rose at a monthly 
rate of about $260 million; credit granted has averaged 
about $1,240 million a month. Consumer instalment 
credit usually rises in the spring and summer, but 
the current rise has clearly been more than seasonal. 
Yet the saving rate has remained at about the level of 
the first quarter of the year. Moreover, while credit 
granted in the early part of 1952—before the relax- 
ation of Regulation W—was not high, it was consid- 
erably higher, relative to durables sales, than it was 
in early 1951 (see chart). And the summer splurge of 
durables buying sent the relationship of credit exten- 
sion to durables sales to about its post-Korea high.1 


OWNERSHIP AT HIGH LEVEL 


It is sales, not credit extension itself, that determine 
the level of the saving rate; credit is only a device for 
expanding sales.? Over and above the effects of Regu- 
lation W, part of the answer to the high saving rate 
of the past year and a half seems to lie in the fact 
that ownership of assets in the cash market has 
reached a very high level—a normal level, even under 
a generous definition of normal. The cash market is 
no doubt a healthy and substantial replacement mar- 
ket, but it is apparently no longer providing the ex- 
pansionary impetus that it did in the great durables 
boom of the postwar period. From the record of 1952, 
including the period of better business since May, it 
would appear that the durables markets now require 
substantial credit extension in order to maintain levels 
of durables sales that yield a saving rate of about 7%. 

There is at least one clear reason for such a shift. 
Since about mid-1947, when consumer prices had re- 
covered from their artificially restrained levels of 
World War II, real disposable income has advanced 
about 15%. Consumers’ holdings of durable assets 
have increased much more than that, while the real 
value of their liquid assets has declined. Their de- 
mand for financial assets, relative to their demand for 
tangibles, has rather clearly risen. The result has been 
that a large part of the more recent rise in disposable 
income has been translated into a higher saving rate 
(see chart). And the growth of markets now seems to 
lie where it usually does in the absence of war short- 
ages . . . in extending ownership downward through 
income layers. In this extension, of course, consumer 
credit plays its greatest part. 

As with the cash market, there is no good reason 
now for assuming that the credit market is in an un- 


f 1The reason for the decline of the relationship in August of this 
year (see chart) is not entirely clear. In the home-furnishings market 
it may reflect the fact that workers unemployed because of the steel 
strike delayed buying, or could not get credit. In the automobile 
market it may also reflect the fact that low-priced cars, on which 
credit extension is more general, were in shorter supply than high- 
priced models. 

2The personal consumption expenditures component of gross na- 
tional product includes the full purchase price of durables, not merely 
the cash down payment. 
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healthy state: credit outstanding, while it is now 
160% greater than in 1940, does not appear to be his- 
torically high in relation to income or holdings of 
liquid assets. But there is considerable indication 
that the weight of consumer durables markets may 
well be shifting back toward a heavier dependence on 
credit. This is not a novel conclusion, and the shift is 
only a renewal of a shift that became apparent as 
early as 1949. What may be important is that con- 
sumer durables are now far more widely held than in 
1949, and the rate of household formation is now 
about 35% lower. 


Drags on Profits 


e Finally, the profits outlook is not particularly 
bright. Rising activity in the fourth quarter should 
certainly improve third-quarter results which, accord- 
ing to preliminary estimates, were about at the same 
level as the discouraging performances of the two 
previous quarters of this year (partly, of course, be- 
cause of the strike). 


But several factors militate against any substan- 
tial recovery in profits under present conditions: the 
fact that all costs other than materials costs are still 
rising; the fact that the excess-profits tax, which 
cushioned some of the decline in profits in 1951 and 
early 1952, will also act to dampen any rise in late 
1952 and 1953; and the fact that markets continue to 
be intensely cautious where prices are concerned, so 
that inventory profit is not likely to recur again in 
anything like the volume of late 1950 and early 1951, 
when it accounted for as much as 18% of total before- 
tax earnings. In the process of maintaining dividends 
(and securities prices) at their 1951 levels, retained 
earnings of corporations in 1952 will have been reduced 
to the lowest point of the postwar period. 

These are aspects of current business conditions 
that are unfavorable, although in a less fundamental 
and perhaps a more short-term sense than a number of 
other aspects discussed here in previous articles. 
The new surge of business has been, primarily, an 
improvement in volume, unaccompanied by an im- 


Consumer Durables: Sales Up, Credit Up Faster 
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provement in prices, in margins, or, thus far, in 
investment opportunities (including investment in 
inventory) . 


ROLE OF STOCK MARKET 


For this whole group of factors, it is possible to 
say that the stock market has recently been acting 
as spokesman. Of course, it is also possible to say 
that the stock market speaks six months late, and 
that its recent decline was a comment on the hesitant 
and unhappy state of business last April; or that it was 
speaking nine months early of the well-publicized 
problems of mid-1953; or that, at this writing, it is 
experiencing “pre-election jitters.” 

In any event, since August 1, industrial stocks, on 
average, have lost about 6% of their gain since 
June, 1950. And the decline has been conspicuous in 
October, when the boom had brought activity to a 
new postwar high. “Don’t sell on strike news” is an 
honored Wall Street axiom, but steel issues in mid- 
October were selling for 2% less than in the pre- 
strike weeks. 


Seeing It One Way 


Interpreting the special and often incomprehensible 
language of the stock averages is risky business. But 
is might be argued, in light of the market’s recent be- 
havior, that if the market’s decline since August re- 
flects an evaluation of 1953, it must never have evalu- 
ated that period before. There is nothing in the 
: long-term outlook that is new and unfavorable, and 
at least one new and potentially favorable possibility 

has appeared. (See below.) While doubt about the 
second half of 1953 certainly continues, to most ob- 
servers the year as a whole now looks better than it 
has ever looked. 

It also seems possible that the stronger tone of 
current business sentiment and the weaker tone of the 
stock market, may reflect different weighings of the 
same thing: a more serious view of the future course 
of the “quarter-war” economy, and what that course 
will mean for business over the next several years. 
During October, the sudden flare-up of Korean hos- 
tilities into a series of heavy engagements; the sober 
discussion, in October campaign speeches by both 
presidential candidates of the long-term threat posed 
by communism; Mr. Acheson’s strong language at 
the opening of the United Nations Assembly—these 
have, at least for the time, set a new framework for 
thinking about the defense peak, and about the possi- 
bility of a subsequent decline in defense spending. 

In these circumstances, there has been some loss of 
confidence in the standard arc-like “projection” of 
defense spending, and a tendency, instead, to “fore- 
cast” new changes in the pattern as the projected 
peak is approached. For several months there has 
been considerable talk about a possible further ex- 
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pansion of the “defense base” in 1953, through the 
medium of another $5-$10 billion in additional acceler- 
ated amortization certificates. Such an expansion 
would delay further the long-expected decline in 
aggregate plant and equipment outlays, and possibly 
soften the extent of the downturn when it does occur. 
By year-end, projects approved for accelerated amor- 
tization will have been about 50% completed; but in 
terms of the eventual scope of the program, they 
may be only one third completed. 


WHAT TO DO WITH THE SURPLUS 


In the area of defense expenditures themselves, 
the Seventh Quarterly Report of the Director of 
Defense Mobilization has raised a question that has 
been latent in the outlook ever since the guns-and- 
butter proposition became the foundation of the de- 
fense program: what to do with the margin of re- 
sources, over and above civilian and presently sched- 
uled defense needs, that is now beginning to emerge 
in so many materials and processes. Is defense (in- 
cluding foreign aid and stock piling) to be a residual 
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claimant on the materials, capacity and labor which 
will be left over when all other claims on output have 
been satisfied? 

Answering that question is, perhaps, the first assign- 
ment of the new Administration and new Congress. 
And no question is of more importance to the business 
outlook for 1953 and later years. It poses the pos- 
sibility of an integration of defense policy with full 
employment policy—at the expense, of course, of 
tax policy. In support of the possibility, it might 
be noted that defense expenditures are hard to argue 
against in today’s world; they are doubly hard to 
argue against when they employ resources which 
would otherwise not be utilized, and when their fiscal 
consequences are likely to be not a further rise in 
taxes, but no reduction, or a lesser reduction. 

In any event, the possibility suggests a high de- 
gree of business stability at very high levels, and very 
conservative after-tax profits, continuing through 
1953 and into later years. This was the image that 
the phrase “garrison state” originally evoked. It is 
quite different from the widely expected pattern of 
significant decline following a defense peak. For 
that reason, however regrettable a high level of gov- 
ernment expenditures may be, the prospect is bullish 
for business volume. But if the stock market has 
never fully discounted today’s tax rates, in the an- 
ticipation that they will be substantially reduced in 
the near future, it is not necessarily an attractive 
prospect for the investor. 

Auspert T. SomMERS 
Business ANALYST 
Division of Business Economics 


BUSINESS FORECASTS 


General 


Walter E. Hoadley, Jr., economist, Armstrong Cork Com- 
pany (in an address to the American Bankers Association, 
September 29) —“(1) Expanding economic forces will push 
general business up moderately during the closing months 
of 1952 and into the spring of 1953, but thereafter some 
basic weaknesses in demand will begin to appear, particu- 
larly in the heavy goods lines, with depressing effects upon 
many prices as well. (2) Political development abroad, as 
well as in this country, will cause important changes in pub- 
lic attitudes toward some government economic policies and 
very likely lead to redirection of the defense program. 
(8) Economic and political events will combine to produce 
a sufficiently high volume of business to warrant classifying 
the year ahead as part of the extended postwar boom and 
not as a “recession” year. General business will average 
close to the experience of the past twelve months, and be 


marked by further “rolling adjustments.” Sales and earnings 
will continue to vary noticeably among individual lines of 
business, depending upon their relation to the defense effort 
and the extent to which they have already faced readjust- 
ment since the outbreak of the Korean war.” 

National City Bank (Monthly Letter, October) —“With 
respect to the early months of 1953 there is now a remark- 
able unanimity of prophecy. To sustain activity, business 
observers count first on government spending and on the 
construction and industrial-plant and equipment programs 
which, in considerable part, are influenced by government 
spending. They are equally confident that the consumer 
goods cycle has turned upward, and that after some fifteen 
months of decline the rising phase of the cycle will run 
through the holiday trade and into next spring at least. By 
a simple process of adding together government purchases 
of goods and services, private capital expenditures and pre- 
sumptive consumer demands, they. reach the conclusion 
that business will carry well into 1953 at a good and possibly 
rising pace. As forecasts are pushed further along, however, 
the optimists seem to drop out by progressive stages: some 
at the end of the first quarter, some at the half-year, and 
the great majority by the year end if not earlier. Looking 
ahead, people see defense expenditures finally leveling off. 
They expect plant and equipment expenditures to decline, 
and cannot see clearly what will come forward to fill the 
gap in demand.” 

J. A. Livingston, financial editor, Philadelphia Bulletin 
(in an address to the Kentucky Bankers Association, Oc- 
tober 21) —“I predict that 1953 is going to be the year of the 
recovery of the dollar. We’ve talked so long of the deterior- 
ating dollar, of the 52-cent dollar, and the coming fifty- 
cent dollar. Well, maybe the dollar will go up to 54 cents 
or 55 cents. . . . If I had to guess the character of the next 
decline in business I would say it would be short and swift— 
something in between what happened in 1937 and 1949. It 
would be a shake-out. . . . What I see ahead isn’t a major 
depression at all. It’s a letdown after seven years of almost 
uninterrupted economic expansion. It’s a warning too: Not 
to expect what everybody expects. Even as you expect it, 
you, yourself, and everybody like you are acting to prevent 
the very things you expect.” 


Interest Rates 


Marcus Nadler, professor, New York University (in an 
address before the Investment Association of New York, 
October 15)—“(1) In the immediate future, money rates 
will remain at approximately their present level. The only 
change that might occur would be caused. by an increase, in 
the prime commercial rate. Should this take place, then 
all money rates will witness a moderate increase. (2) So 
long as business activity remains at the present level, no 
important downward change in money rates can be expected. 
(3) The moment business activity begins to turn downward 
—and a decline sometime in 1953 is indicated—a lowering 
of money rates may be expected. The decline, however, will 
not go to the levels which prevailed prior to the time when 
government securities were pegged by the Reserve authori- 
ties. Not only will the demand for credit continue to be 
high, because of the high cost of production, but also a 
return to a policy under which government securities are 


(Continued on page 422) 
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THE COLD WAR IN COPPER AND ALUMINUM 


Increasing supplies of both metals spell rough competition ahead 


ETWEEN 1951 and 1955, aluminum supplies 
will have increased 130% and copper 30%. 
These are the generally accepted estimates of 

the Defense Production Administration (for alumi- 
num), and of industry executives (for copper). 

Judging from past experience, and taking into ac- 
count existing trends, a hard-goods production rate 
of full mobilization proportions might well be required 
to absorb supplies of these magnitudes. Anything 
short of full mobilization could result in abnormally 
heavy potential supply of these metals relative to 
demand; intensification of the struggle for existing 
markets; and/or increased government participation 
in these markets in the form of stock piling and sub- 
sidization. 

For the past two years, partial mobilization has 
been hiding a buildup of competitive pressures be- 
tween copper and aluminum. Since Korea, both 
metals have been in short supply. The demand for 
both copper and aluminum has soared, and signs of 
easing in the situation have only recently become 
apparent. 

Two years ago, available supplies of aluminum and 
copper were inadequate to support anything resem- 
bling a fully mobilized economy without a virtually 
total ban on civilian use. Since that time, aluminum 
capacity has been raised from .6 million tons at the 
beginning of 1950 to more than 1.0 million tons at 
the end of the third quarter of 1952. Copper supplies 
have been increased through subsidies, government 
purchase agreements, loans, and rapid amortization 
allowances. Supplies of both metals are at a point 
where they are apparently adequate to meet exist- 
ing and currently projected demand. Only recently 
the Defense Production Administration relaxed re- 
strictions on aluminum and copper uses for nondefense 
purposes, and there is growing argument for the 
elimination of all allocation controls in the near 
future. 

TEN-YEAR CHANGE 


With the prospect of adequate supplies of both 
metals comes the threat of a serious blow to the 
copper industry . . . in the form of greatly intensified 
competition from aluminum. This blow has been in 


1Power shortages in the Pacific Northwest and the Tennessee 
Valley might delay such action with respect to aluminum, or even 
force a cutback in allocations. This is a temporary situation, how- 
ever, and should not affect the longer-term outlook. 
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the wind ever since the early Forties, when aluminum 
started to compete with copper pricewise. But the 
enormously expanded aircraft and electronics indus- 
tries of the war years demanded tremendous amounts 
of both metals, thus enabling the production of both 
copper and aluminum to proceed at full throttle. In 
1941 and 1942, the consumption of copper amounted 
to more than 2.0 million tons annually—more than 
double the rate of consumption of the preceding ten 
years. Similarly, the consumption of aluminum dur- 
ing the war years rose to over .9 million tons, in con- 
trast to an average level of consumption of less than 
.2 million tons in the prewar period. 


Copper Use Falling Off 


In the postwar civilian boom, some indication of 
the trends in the utilization of these two metals ap- 
peared. Falling off rather steadily, the consumption of 
copper averaged about 1.7 million tons annually in 
1946-1949 and reached a low of 1.5 million tons in 
1949. This represented a level of consumption only 
83% above the 1935-1939 average, despite the fact 
that the production of producers’ durable goods was 
more than 150% above that of the 1935-1939 period, 
and that total durable goods output was about 110% 
above its 1935-1939 average. 

Although most industries actually consumed more 
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copper than in the prewar period, almost all major 
consumers of copper cut back their rate of copper 
utilization relative to their various levels of activity. 
In the building industry, for example, the consumption 
of copper declined from 130 tons per million square 
feet of building in 1940 to about 90 tons per million 
square feet in 1950. The telephone and telegraph 
industry cut back its copper consumption about 257% 
per unit of activity (as measured by the number of 
miles of wire installed) in 1950 as compared with 
1940. And the radio and television industry con- 
sumed about 15% less copper per unit of output in 
1950 than in 1940. 

Aluminum consumption, on the other hand, de- 
clined only slightly after its precipitous wartime rise, 
stabilizing at a level between .68 million and .78 mil- 
lion tons annually during the 1946-1949 period. In 
building construction, the use of aluminum jumped 
from less than 20,000 tons annually in the prewar 
period to about 130,000 tons annually after the war— 
an increase vastly greater than in construction ac- 
tivity itself. Similarly, the use of aluminum for power 
transmission rose from less than 20,000 tons in the 
prewar years to more than 50,000 tons by 1949. And 
the use of aluminum for machinery and electrical 
appliances increased from about 30,000 tons annually 
before the war to more than 80,000 tons in 1949. In 
aggregate, the consumption of aluminum in the post- 
war period increased 300% to 400% over the prewar 
years. 

These over-all and industry figures on consumption 
disclose the struggle between these two metals: alu- 
minum—with an obvious strong growth element; 
copper—gradually losing a part of its time-honored 
markets. 

Copper has been a basic industrial metal ever since 
the beginning of civilization. Because of its general 
availability and ease of refining, as well as its ex- 
treme ductility and malleability, it was widely used 
in the arts and crafts. Its versatility and usefulness 
in the form of various alloys, specifically brass and 
bronze, kept it high on the list of primary metals all 
through the industrial revolution. 

With the discovery and widespread utilization of 
electricity, copper came into high-volume demand. 
Its ability to conduct electricity, pricewise second to 
none, made it the prime material for electrical equip- 
ment and wiring. And with the discoveries in min- 
ing exploitation that occurred around the turn of 
the century, production rose from the 100,000 tons- 
per-year level of the 1880’s to more than 1 million 
tons in 1929. 


THE MODERN METAL 


Aluminum, on the other hand, is an infant metal 
in the industrial scheme. Before the turn of the cen- 
tury, domestic production was negligible. And even 


COMPARING PRICE HISTORIES 


Prior to World War II, aluminum consistently sold 
at a price substantially above that of copper. From 
1931 through 1933, in fact, when electrolytic copper 
(delivered Connecticut points) sold as low as 5.0 
cents a pound, the price of aluminum remained con- 
stant at 23.3 cents a pound. (The net realized price 
to ALCOA, then the sole producer of aluminum, was 
about 4.0 cents less than the quoted price.) Toward 
the end of 1934, aluminum was cut to 20.5 cents a 
pound, where it remained until early 1937, when 
another price reduction to 20.0 cents a pound was 
effected. All during this period, the price of copper 
was gradually mounting. 

A series of price reductions beginning in early 1940 
carried aluminum down to 15.0 cents a pound by the 
end of 1941, where it remained throughout the war 
period. Copper prices, which had exhibited a fairly 
steady upward pressure since 1938, were frozen at 
12.0 cents a pound for the duration of the war. 

In 1946, controls. were removed. Copper prices 
rose rapidly from the 12.0 ceiling to 19.5 cents by 
year-end. Aluminum prices remained at the wartime 


Prices of Aluminum and Selected Competing 
Materials 


Cents per Pound 
Metal 


Dollars per Cubic Foot 


34.00 | 31.00 
48.73 | 63.41 
21.01 | 30.08 
28.76 | 36.69 
11.86 | 12.88 
16.00 | 21.26 

Ninety-nine per cent virgin ingot. 

Electrolytic copper, New York refinery equivalent. 

*Prime western slab zinc in New York. 

‘Pig lead, New York delivery, carload lots. 

5Composite finished steel. 

6No. 1 Douglas firs, common boards, dollars per thousand board feet. 


price of 15.0 cents a pound. For the first time in the 
history of these two metals, aluminum, on a pound- 
for-pound basis, sold for less than copper. 

This situation remains today, with aluminum sell- 
ing for 19.0 cents a pound, substantially less than do- 
mestic copper at 24.5 cents and imported copper at 
27.5 cents. Both these price ceilings on copper are 
substantially below the world price, which has recently 
fluctuated between 30 cents and 40 cents a pourd. 
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through the industrial expansion boom of the Twen- 
ties, the production of aluminum barely surpassed 
100,000 tons annually. This is a far cry from the esti- 
mated 1952 production of more than 1 million tons. 

The spectacular growth of aluminum rests with 
several factors. Primarily, its light weight relative 
to copper and most other metals makes it the more 
desirable metal for many purposes. In the field of 
transportation, for example, the weight saving 
achieved through its use is being increasingly trans- 
lated into more carrying capacity and lower operating 
and maintenance costs. Another example is in the 
field of electrical equipment where steel reinforced 
aluminum cable (ACSR) is 50% stronger and 28% 
lighter than an electrically equivalent copper cable. 
This means considerable savings through the use of 
longer spans and fewer poles (about eleven poles 
per mile for ACSR to fifteen per mile for copper). 

Moreover, with the increasing impact of competi- 
tive pressures, the price of aluminum became lowered 
to a point where it could economically be substituted 
for other metals. On a volume basis it became less 
expensive than copper in the early Thirties; on a 
pound-for-pound basis, the price of aluminum did not 
fall below that of copper until 1947. Currently, alu- 
minum is selling for less than one third the price of 
copper on a volume basis (see box); three quarters 
the price of copper on a pound-for-pound basis; and 
about one half the price of copper on a conductivity 
basis.1 

The necessary adjunct to aluminum’s competitive 
price was the technological development that made 
the substitution of aluminum for copper possible. 


1Aluminum weighs approximately one third as much as copper, 
andthas an electrical conductivity factor one half that of copper. 
Consequently, for any given weight, 50% more conductivity can be 
achieved through the use of aluminum instead of copper. 


The Prices Reverse Themselves 


ALUMINUM 


0 

[900m 05me 0st) Smerc0met2e 5m sO) SSR 4 04550 "55 
Cents per pound 
Source: ‘“American Metal Market’’ 
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Theoretically, a widespread substitution was in order 
because of the basic similarities between the prop- 
erties of copper and aluminum. Both metals are good 
electrical and heat conductors, can be easily machined, 
and have a high resistance to atmospheric corrosion. 
Development of new techniques of casting, forging, 
and welding, especially in the past ten years, has made 
extensive substitution practical. In an ever-widening 
list of uses, aluminum is being recorded as a useful 
substitute, if not the preferred metal. 


LONG-TERM ESTIMATES 


Despite the enormous recent growth of aluminum, 
and the fact that some of this growth has been at the 
expense of copper, both metals are currently in short 
supply, and long-term estimates of future demand- 
supply relationships do not indicate any relief. The 
President’s Materials Policy Commission estimates 
that the consumption of copper will increase from 
1.83 million short tons! in 1950 to 2.5 million tons in 
1975, an increase of more than 35%. Since the mine 
production of copper is expected to decline to .80 
million tons (it was .91 million tons in 1950) as exist- 
ing bodies of ore become depleted, the balance of the 
supply will have to come from increased scrap utiliza- 
tion and additional imports.” 

A similar situation exists in respect to aluminum. 
The President’s Materials Policy Commission esti- 
mates that demand for aluminum in 1975 will be 
about 4.5 million short tons, or about four times more 
than in 1950. Since domestic primary capacity is 
scheduled to rise to about 1.7 million tons by 1954, an 
additional 1.8 million tons of primary capacity would 
be needed by 1975, which, when supplemented by 
secondary aluminum made from scrap and imports of 
both primary and sccondary aluminum, would be 
enough to fill the expected demand. 

These high levels of expected demand depend, of 
course, on the secular growth trends envisioned for 
the next quarter century. If the economy grows at 
the rate of 3% a ycar (about the same as the growth 
rate since 1900), the gross national product of the 
country in 1975 will be about double that of 1950. 
Given such conditions it would be quite plausible to 
expect an increased demand for copper as well as 
aluminum, even though the latter absorbs a sizable 
portion of the former’s market. 


Copper Still Strongly Entrenched 


There are many uses of copper for which substitu- 
tion may be very difficult. Aside from the qucs- 
tions of product design and investment in tools and 
dics, most of which have to be scrapped in order to 
shift from copper to aluminum, there are uses for 


tf 1Based on Bureau of Mines data on domestic mine production, plus 
secondary. production from old scrap, and net imports, 


Barring, of course, any major new ore discoveries. 
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which copper is still the preferred metal. In the field 
of electrical equipment, for example, transformers, 
heat-transmitting equipment, and various types of 
radiating devices will probably continue to be made 
of copper for years to come. In the field of decorative 
and ornamental goods, the unique appearance of 
copper will probably act to sustain demand in the 
foreseeable future. The natural growth of fields such 
as these may be sufficient to produce an expansion of 
total copper utilization for years to come. 

At the same time, bold advances are being made in 
the utilization of aluminum in place of copper. Elec- 
trical transmission lines are being made of aluminum, 
as are distribution lines and even motor windings, 
long considered one of copper’s firmest strongholds. 
New areas for the use of aluminum are constantly be- 
ing discovered, such as one under consideration at 
the moment—the use of aluminum radiators in auto- 
motive vehicles. Although this latter use has not 
yet been perfected, the potential loss of copper to 
aluminum demand from this source is substantial. 
With between 20 and 25 pounds of copper going into 
the average automobile radiator, this substitution 
would reduce copper demand by 50,000 to 60,000 tons 
at the current rate of automobile production. 

The long-term demand for copper and aluminum 
will thus be determined to a major extent by the 
share of the nonferrous metals demand that each 
manages to attain; and the individual growth patterns 
of industries using these metals. Depending on future 
technological advances in the production and utiliza- 
tion of aluminum, the next quarter century may see 
sharp increases in the demand for aluminum and a 
rapid displacement of copper to a point where today’s 
copper capacity is excessive. Or, over the long term, 
the growth of the economy, and particularly of the 
nonferrous-consuming industries, may be sufficient 
to absorb increased supplies of both aluminum and 
copper, so that existing capacity and planned in- 
creases may ultimately prove to be inadequate. 


OVER THE SHORT TERM 


For the short term, however, radical shifts in the 
distribution of nonferrous demand are not likely, and 
it is easier to evaluate the potentials in the aluminum 
vs. copper battle. In 1951 the consumption of copper 
amounted to 1.8 million short tons. Refinery produc- 
tion of new copper accounted for 1.2 million tons of 
this supply, with about 20% of this produced from for- 
eign ores. Scrap accounted for another .5 million tons, 
and net imports for .1 million tons. Stocks of copper 
remained relatively constant.2 Additional supplies of 
copper are being sought, the government encouraging 
exploratory operations through sharing the cost and 

1In 1951, imports of refined copper amounted to .24 million tons 
and exports came to .13 million tons. 

*Government stock piles are not included in the stocks figures. 


risk of such projects. Encouragement is being offered 
to marginal producers in the form of purchase agree- 
ments. And rapid amortization allowances are being 
granted in order to stimulate the building of addi- 
tional smelting and refining capacity. Additional sup- 
plies of copper are expected to total about 500,000 
tons a year by 1955—200,000 tons from additional 
domestic production,! and the balance from imports 
and scrap. 

Much greater increases in the supply of aluminum 
are planned. To a 1951 production level of 837,000 
tons,2 the industry is expected to add 415,000 tons to 
capacity in 1952, and another 197,000 tons in 1953. A 
third round of aluminum expansion recently launched 
by the DPA is designed to add another 200,000 tons 
a year by 1955. Aggregate domestic aluminum capac- 
ity is expected by DPA to equal about 1.75 million 
tons by 1955. At least another 600,000 tons could 
come from imports and scrap. (These planned 
additions to capacity do not include the Alaskan proj- 
ect of Alcoa, which if it materializes, will add an addi- 
tional 800,000 tons of capacity. Nor does the imports 
estimate reflect a possible increase resulting from the 
expansion projects of the Aluminum Company of 
Canada, such as the Kitimat project, which could 
ultimately raise Canadian capacity by 500,000 tons 
annually.) 

The total expected supplies of these two metals in 
1955, then, could total 4.7 million tons: 2.3 million tons 
of copper and 2.4 million tons of aluminum. Analysis 
of past and current relationships between these metals 
and the rate of durable goods production indicates 
that, in the event of a general decline in business, or 
an easing specifically in defense production, these 
supplies could prove excessive. 


DURABLES AND COPPER 


Domestic consumption of copper has been as high as 
2.0 million tons, a rate achieved during the years of 
World War II. During 1951, consumption amounted 
to 1.8 million tons. In both these periods, however, 
copper supply, rather than demand, was the limiting 
factor in consumption. 

The accompanying scatter diagram indicates the 
historical relationship between the consumption of 
copper and the rate of durable goods production? 
A fairly close relationship existed between the two 
series in the period 1929-1941. But during the years 

1AT significant portion of the increased supply expected by 1955 
represents high-cost output. If prices drop off during the next few 


years, much of this capacity will be returned to its mothball status 
unless the government continues its support. 


*Total domestic supply in 1951 exceeded 1 million tons. Primary 
production amounted to 837,000 tons, secondary aluminum to 
71,000 tons. Net imports of primary aluminum added another 
130,000 tons to the supply. 

*Construction, a major consumer of copper (and aluminum), is 
included in the index of durable goods Bocce! to the extent ee 
the production of construction materials is included. 
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Copper Use Related to Durables Output 


Copper consumption in thousands of tons 


2,900 


0) 50 100 =150 200 250 300 350 400 
Durable goods production, 1938-1939=100 
Source: Bureau of Mines; Federal Reserve 


1943-1945, when production of war materials was at 
its peak and the supply of copper was limited, all 
nonessential uses were severely curtailed, and designs 
were drawn eliminating copper in a broad range of 
consumer durable goods. Consequently, while the 
index of durables moved up sharply, no comparable 
increase occurred in copper consumption. 

In 1946, the consumption of copper again ap- 
proached its prewar relationship to durable goods pro- 
duction, as normal] industrial consumption patterns 
were restored. But with the removal of price controls 
that year, electrolytic copper jumped to an average 
price of 21.15 cents a pound from a controlled price of 
11.87 cents during the war. At the same time, the 
price of aluminum continued unchanged (see box). 
The result was a strong pressure to employ alumi- 
num as a substitute for copper. The resulting lower 
level of copper consumption relative to durables out- 
put was maintained through 1950. (See scatter chart.) 
In 1951, war production forced a repetition, on a 
minor scale, of the 1943-1945 movement. 


Some Assumptions 


In examining the potential demand for copper over 
the next few years, some assumptions must be made. 
If war production continues and the production of 
durables is maintained or increased, it is conceivable 
that the consumption of copper would increase to the 
2.3-million-ton mark, the estimated supply in 1955. 
If, however, the production of durables drops back to 
the 1947-1948 level, the highest peacetime level ever 
recorded, the demand for copper is hardly likely to 
reach the 2.3-million-ton level. And if, as many busi- 
nessmen feel, the rate of industrial activity subsides 
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during the next few years, the consumption of copper 
may well fall below today’s supply (including im- 
ports). 


DURABLES AND ALUMINUM 


In contrast to the outlook for copper, the potential 
demand for aluminum during the next three years 
appears very favorable. The growth trend in the 
consumption of aluminum has been extraordinarily 
sharp. In the period of the Thirties, the consumption 
of aluminum was about 100,000 tons a year (see 
chart). During the postwar period, it soared to be- 
tween 700,000 and 800,000 tons, even though durables 
output was only about 110% above levels attained in 
the 1935-1939 period. In 1951, largely because of 
the aluminum requirements for military aircraft, con- 
sumption jumped to one million tons. 

Over the next few years, the rate of durables pro- 
duction—and specifically the rate of aircraft produc- 
tion—will pretty much determine the demand for 
aluminum. If the current rate of war production 
continues, the consumption of aluminum could easily 
climb to 2.4 million tons (the estimated 1955 supply) . 
And even if stability or a moderate decline were to 
supplant the current period of rising defense produc- 
tion, some increments to the demand for aluminum 
would not be unlikely. 


SO MUCH OF BOTH? 


When estimated supplies of aluminum and copper 
are added together, eyebrows are likely to be raised. 
The combined 4.7-million-ton supply of the two 
metals in 1955 is far in excess of any past rate of 
consumption: 65% above the wartime peak (1942), 
and more than 85% above the peacetime peak (1947). 
This does not imply a separate market for these metals 
to the exclusion of other materials. Aluminum, for 
example, is also competitive with stainless steel and 
with lumber. 

But unless aluminum’s inroads into these other 
markets is very substantial—and aluminum is still 
at a price disadvantage in these markets—the in- 
crease in aluminum supply will almost certainly be a 
factor in the copper outlook. 

This seems to indicate one impressive fact: the 
increased supplies and the capacity additions being 
encouraged by the government are designed to sup- 
port the requirements of all-out war. If war does 
not materialize, 1955 may see substantial surpluses 
of copper and possibly aluminum. The impact of 
this heavy supply on each of the two metals will de- 
pend partly on their respective prices, partly on the 
future growth trend of aluminum, and possibly also 
on government policy with regard to stock piling and 
subsidies. 

Grorce P. TaTEOsIAN 


Division of Business Economics 


RENEGOTIATION REMAINS A QUESTION MARK 


time. Business executives are virtually unanimous in 
condemning the imposition of this control. Their chief 
objections are: 


period is a guessing game for most of the 176 


|P neraraserer during this “peacetime” 


companies cooperating in the Board’s monthly 
survey of business experience. They do not know 
how they stand, profitwise, on defense contracts and 
other government orders that are subject to the Re- 
negotiation Act of 1951. 
Over 95% of these companies report that, though 
they have renegotiable sales, they do not know as yet: 


® Whether their profits on these sales will be labeled 
excessive or not. 

® Whether they will be asked to make refunds on 
renegotiable sales. 

© Whether peacetime renegotiation is going to be more 
equitably administered than it was during the last war. 


However, more than 99% of the cooperators do 
believe—that renegotiation, as far as they are con- 
cerned, doesn’t belong in the picture at all in peace- 
time. 

They justify this firm stand chiefly in these terms: 


1. The competitive market should be allowed to 
function, and would thus assure the government the 
best price and in practically all cases outlaw the 


“1. Conditions in wartime which justify renegotiation 
do not exist in peacetime. 

“2. Peacetime renegotiation hinders mobilization plan- 
ning because industry is reluctant to accept contracts that 
are subject to renegotiation. 

“3, Efficient procurement and competitive bidding on 
military contracts in peacetime will insure the best price 
to the government and will best control profits on con- 
tracts. 

“4, Renegotiation in peacetime encourages lax and in- 
efficient purchasing methods by the Armed Services, penal- 
izes the efficient contractor, and reduces incentive to keep 
costs at a minimum. 

“5. The cost of peacetime renegotiation, to both indus- 
try and government, will be far greater than the amount 
of resulting refunds. 

“6. The almost impossible task of segregating renegoti- 
able sales from nonrenegotiable sales, particularly on sub- 
contracts, is an unwarranted burden to companies that 
are willing to accept government contracts.” 


This month’s survey does not change the picture. 


Most cooperating executives state the same objections 
—that renegotiation does not belong in the peacetime 
procurement picture. 


possibility of excessive profits. 
2. Separating renegotiable sales from nonrenego- 


tiable sales is not only a headache, but almost an 
impossibility, particularly when government busi- 
ness is only a fraction of total sales. 

3. Refunds, if any, have been and will continue 
to be so slight that the considerable effort and time 
put in by all parties—the renegotiators and busi- 
ness executives—is a waste to all concerned. 


INDUSTRY STILL OPPOSES IT 


In fact, business leaders and industrialists feel the 
same today as they did in 1948 when this wartime 
control was revived. 

A Conference Board report! in June of 1950 sum- 
marized the thinking of business and industrial execu- 
tives as follows: 

“One of the most controversial of our wartime con- 
trols—the compulsory renegotiation of military pro- 
curement contracts—has recently been revived. This 
is the first time that the citizen’s right to sell his goods 
and services to the government at a definite, mutu- 
ally agreed-upon price has been abridged in peace- 


A petroleum firm puts it this way: 


“For the following reasons we believe the present Re- 
negotiation Act is not worth while, and that the time and 
money expended by the government and by industry in 
enforcing the act is not commensurate with the refunds 
being obtained: 

“First, despite the small percentage of renegotiable 
sales (less than 3%) as compared with our total sales, 
determination of the renegotiable business and the prepa- 
ration of the data to be presented are an enormous task. 
While, no doubt, many other industries have a consider- 
ably larger percentage of renegotiable sales, it seems to 
us that so long as an excess-profits tax law is in existence 
there is no necessity for a renegotiation law in order to 
be sure that the government is not being overcharged. 


“Secondly, our defense contracts are being carefully 
negotiated both by us and the government, or are being 
secured through competitive bidding. Prices have likewise 
been redetermined from time to time, all of which pre- 
cludes the possibility of excessive profits.” 


However, the renegotiation law is on the books, and 


industry has to live with it whether it likes it or not. 


\Renegotiating in Peace and War,” Studies in Business Policy, Howetuilivekwthataraene eaen Aa: 
TK. ew com- 


No. 44, 1950. 
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panies report any actual experience under the 1951 
act. The state, “We've filed our 1951 return and are 
waiting, hoping for the best.” 


SEGREGATING RENEGOTIABLE SALES 


A few things, however, are already apparent. For 
one thing, segregating the “goats from the sheep’— 
renegotiable sales from nonrenegotiable ones—is a 
much more difficult job now than during World War 
II. Cooperating companies claim that the paper work, 
time, and effort required now is far more burdensome 
than that required during wartime when renegotiable 
sales accounted for more than 90% of their total 
business. 

An electrical machinery manufacturer states: 


“We have spent a substantial amount of time on 
analysis of sales and on other preparations for renegotia- 
tion; and it is our opinion that considerably more time was 
required than during the last war, when we were almost 
completely involved in war business.” 


A chemical company makes this point: 


“In spite of the fact that our renegotiable business in 
1950 was small, and the rate of profit small enough to 
give us complete clearance without a refund being due, 
it seemed to us that an inordinate amount of time was 
required to answer all of the detailed questions to the 
satisfaction of the government accountants and renego- 
tiators. Part of the difficulty resulted from a change in 


Renegotiation Results for 28 Companies 
January 20, 1952, to April 30, 1952 


: Renegoti- Renegoti- | Percent 
Company Reee tae able Profits ee: nt petand able Profits} to Ad- 


Recovery noe Sales mined ioe justed 

LS ee *$317,847 | $42,698 | 13.4 | $10,000 | $32,698 | 10.6 
[elle gem 190,062 58,605 | 30.8 | 40000 | 18,605 | 12.4 
SE antes 1,194,620 | 208,285 | 17.4 | 50,000 | 158,285 | 18.8 
eo 267,667 42,541 | 15.9 7,500 | 35,041 | 13.5 
Bate Ase 416,664 66,988 | 16.1 | 25,000 | 41,988 | 10.7 
6s. cess $11,584 71,695 | 23.0 | 35,000 | 36,695 | 13.1 

2 ey ee Oe $43,727 51,101 | 14.9 | 12,500 | 38,601 | 11.7 
Srey 1,507,481 | 223,035 | 14.8 | 53,500 | 169,535 | 11.7 
9 eee 192,634 27,509 | 14.3 7,500 | 20,009 | 10.8 
OE mension tes 468,607 84,259 | 18.0 | 37,400 | 46,859 | 10.9 
PE Saas. Sper 218,437 35,337 | 16.2 | 10,000 | 25,337 | 12.1 
Oar ie? seh 130,039 19,617 | 15.1 | 10,000 9,617 8.0 
i eo eens 135,827 24,117 | 17.8 | 10,000 | 14,117 | 11.2 
ak: erent tee 953,805 | 133,844 | 14.0 | 30,000 | 103,844 | 11.2 
PD Pe5 es cues *7,578,319 |1,297,016 | 17.1 |350,000 | 947,016 | 13.0 
168neo *178,152 $8,013 | 21.3 | 10,000 } 28,013 | 16.7 
een, a eet *2,270,161 | 430,424 | 19.0 | 150,000 | 280,424 | 13.2 
US hercacce *296,802 85,487 | 28.8 | 50,000 | 35,487 | 14.3 
LOR ets *182,972 54,218 | 29.6 | 40,000 | 14,218 9.9 
LO kere ae *317,490 54,890 | 17.3 | 30,000 | 24,896 8.6 
1H) EE anne 187,295 37,756 | 20.2 | 15,000 | 22,756 | 13.2 
DD re aan 245,146 49,553 | 20.2 | 15,000 | 34,553 | 14.9 
OS aa a a. *4,702,730 | 912,002 | 19.4 |350,000 | 562,002 | 12.9 
DATA ott *342,545 70,819 | 20.7 | 40,000 | 30,819 | 10.2 
Lita coe ere *878,707 | 123,699 | 14.0 | 35,000 | 88,699 | 10.5 
Tie oo *405,832 | 120,616 | 29.7 | 60,000 | 60,616 | 17.5 
Oke agegeusy as *165,708 75,045 | 45.3 | 55,000 | 20,045 | 18.1 
QSh Rasta *2.884,709 | 355,216 | 12.3 | 86,200 | 269,016 9.6 


*In final processing. 


Source: The Renegotiation Board 
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the renegotiation organization which required us essen- 
tially to go through the process twice. It appears to us 
that the setup allowed less judgment and discretion to 
be exercised by the government people we dealt with, as 
compared with our wartime experience. Furthermore, it 
seems to us that just as much time and meticulous anal- 
ysis was given to unimportant and immaterial matters as 
to those that might affect the results in a significant way.” 


Another company has this to say: 


“Our biggest current problem or ‘irritant’ has been in 
the area of segregating renegotiable sales from nonrene- 
gotiable sales. In one year we sell to about 10,000 cus- 
tomers and render 150,000 invoices. We find it imprac- 
tical and impossible to obtain from our customers infor- 
mation regarding the renegotiability of orders. We have 
been relying upon CMP symbols, government contract 
numbers and so forth, to make a segregation. However, 
this process is very inadequate and inconclusive. Even 
determination by the ‘sampling’ method is most difficult, 
and may be quite arbitrary as a basis for making any 
refunds. As material control is relaxed and CMP symbols 
disappear, the segregation problem will become even fur- 
ther complicated. In our opinion, the present regulations 
requiring renegotiation of indirect sales are unworkable, 
because they are impractical and can only be adminis- 
tered by making very broad asumptions and estimates. 
Making cash refunds on such a calculation is unwarranted 
and subject to possible administrative abuse.” 


REFUNDS ARE SMALL 


The claims of numerous cooperators that renegoti- 
ation refunds are, and will continue to be, negligible 
are borne out by the figures in the foregoing table 
showing the results of renegotiation proceedings under 
the 1948 act from January through April of this year. 

It is the opinion of many that these small refunds 
do not justify the spending of taxpayers’ money in 
elaborate and lengthy proceedings, or the valuable 
time spent by industry in collecting and preparing the 
required information for these proceedings. 

Only five companies out of the 176 cooperating in 
this survey have made renegotiation refunds, and these 
were for relatively small amounts. 

Most of the remaining firms do not anticipate that 
they will have to make any refunds, because their 
profits on renegotiable business are either consider- 
ably below those of their normal business, or quite in 
line with normal profits on the company’s usual 
products. They also add, “Experience will tell—we 
haven’t been renegotiated yet, and the renegotiators 
may even label these subnormal profits excessive.” 

Because of the above conclusion, most of the co- 
operating companies are not setting up reserves or 
contingency funds to take care of refunds on renego- 
tiable business, should they develop. However, if they 
felt it prudent to do so, as some few companies are 
doing, the consensus is that such funds should not be 
labeled as reserves for renegotiation refunds. It is 
definitely felt that such a practice would prejudice 
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renegotiation proceedings, would give the renegotiators 
a “goal to shoot at.” 
A farm equipment manufacturer says: 


“We have set up no contingency funds in either 1950 
or in 1951 to provide for possible refunds. This action 
was based upon the expectation that profits on rene- 
gotiable business would not be considered excessive, in 
view of the fact that renegotiable business showed a 
lower margin than nonrenegotiable business, and that 
items supplied on government contracts were essentially 
identical with those furnished civilian customers. In 
spite of the expressed contrary intent of the Renegotiation 
Board, we feel that provisions for refunds would have 
some bearing upon the outcome of renegotiations. It seems 
a little too much to expect the Renegotiation Board to 
overlook a provision set up by a company, in spite of the 
fact that business prudence would dictate such a provision 
regardless of whether a company felt a refund should be 
made.” 


For the most part, those few companies reporting 
the setting up of refund contingency reserves state 
that their public records do not carry them as such. 
Instead they are often lumped in reserves for tax pur- 
poses or in other similar general accounts. These 
companies feel, as does the above group, that reserves 
pinpointed for possible renegotiation refunds would 
be “asking for unnecessary trouble.” 

There are a few companies, on the other hand, that 
do not agree with the above statements. In their 
opinion, reserves set up to take care of possible re- 
negotiation refunds would not prejudice proceedings. 
An automotive equipment manufacturer concludes: 


“Estimated provision is set up by us for this contin- 
gency and is listed as such in the statements to the Re- 
negotiation Board. To date, the setting up of this pro- 
vision and the amount thereof has not, in our opinion, 
prejudiced renegotiation proceedings.” 


MORE RENEGOTIABLE SALES EXPECTED 


Most of the companies cooperating in this survey 
expect to have a larger volume of renegotiable busi- 
ness next year than they had in 1951 and 1952. A 
number estimate that renegotiable sales may be twice 
those of 1951. 

The greater number of companies report that re- 
negotiable sales for 1951 ran from 3% to 21% of their 
total business, with the majority of these falling in the 
10% bracket. 

Only a few companies report that they avoid tak- 
ing any contracts if they are subject to renegotiation. 
A railroad supply company says: 


“During World War II we had considerable experience 
with renegotiation which resulted in no profit and con- 
siderable annoyance, and have thus far succeeded in keep- 
ing clear of it during this current ‘police action.’ ” 


Without concrete results from final determinations 
of current filings under the 1951 act, industry is tak- 


ing a “wait and see” attitude toward renegotiation. 
They are hopeful for the best, but at the same time ap- 
prehensive that the law will be applied rigidly and 
that they will fare no better than when it operated in 
World War II. 

This conclusion is, in the main, based on the realiza- 
tion that it is a law that must be interpretatively ad- 
ministered, and that is therefore subject to the pitfalls 
of human nature and the vagaries of personal opinions. 

Practically all cooperating companies are of the 
opinion that—regardless of the inherent dangers in 
the use of “principles and factors,” as set forth in the 
Act, despite their generalities and the lack of defini- 
tion of what constitutes “excessive profits”—this prac- 
tice is preferable to the use of a fixed percentage factor 
to determine profits on renegotiable sales. 

An instrument firm writes: 


“Difficult as the principles stated in the Act are to 
measure accurately and evaluate properly, and although 
their use requires a large amount of judgment on the part 
of renegotiation personnel, we much prefer this method 
to an arbitrary percentage factor method.” 


R. Maxit BALLINGER 
G. CiarK THOMPSON 
Division of Business Practices 
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pegged by the Reserve authorities is not to be expected. 
(4) Finally, the flexible open-market policy of the Reserve 
authorities will continue for an indefinite period of time. 
In the future, assuming no major war, business activity will 
play a more important role in the policies of the Reserve 
authorities than the position and the needs of the Treasury.” 


Agriculture 


Bureau of Agricultural Economics (The Poultry and 
Egg Situation, released October 9)—“Demand for poultry 
products in 1953 is expected to continue as strong as it is 
this fall. Production of eggs and turkeys is likely to fall be- 
low 1952, and prices for eggs next spring probably will be 
above the relatively low level of this year. Broiler output 
probably will again increase, though at a smaller rate than in 
most recent years, and prices are likely to be near or slightly 
below 1952 levels.” 

Bureau of Agricultural Economics (Feed Situation, re- 
leased October 20)—“Total supplies of feed concentrates 
appear generally adequate to meet 1952-53 requirements, 
but there are sharp differences by areas. The corn belt has 
ample feed, but supplies are short in the South, where 
drought this summer sharply reduced production. This will 
result in more than the usual difference between prices in 
the surplus and deficit areas.” 
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Chart Feature 


THE FARM MARKET HOLDS STRONG 


ESPITE a 25% drop in the number of persons 
on farms since 1934, the farm community now 
exerts a stronger demand for consumer goods 

and agricultural equipment than ever before. The 
reason is more than a decade of unprecedented agricul- 
tural prosperity. 

Since 1938 total net farm income! and, even more 
pronouncedly, per capita farm income have been ris- 
ing rapidly, and almost without interruption. Aggre- 
gate purchasing power of persons living on farms has 
increased somewhere between 50% and 75% since the 
late Thirties. 

At the same time, the downtrend in the number of 
farm workers, together with an increasing demand for 
farm products both here and abroad, has intensified 
the need for labor-saving equipment both in the farm 
home and in the field. With farm income running at 
high levels, much of this need is being translated into 
purchases. 

Owing to relatively little buying of durables during 
the depressed Thirties and limited supplies during 
World War II, the farm sector has been a ripe mar- 
ket for both consumers’ goods and field and barn 
equipment for the past six or seven years. And 
enormous advances in farm electrification have pro- 
vided the necessary conditions for a heavy demand 
for electrical goods (see chart). 


INCOME GAINS 


In the past ten years, per capita and total purchas- 
ing power of persons living on United States farms 
reached the highest level in history.? In a period 
of generally rising activity and heightening prosperity, 
the farm sector made greater per capita income gains, 
proportionately, than the nonfarm segment. 

Net farm income increased steadily from 1934 
through 1948. In the two succeeding years, when 
agricultural production costs rose more sharply than 
prices received, it dropped significantly below the 
1948 all-time high. In 1951 it bounced back close to 


INet"farm’income as used throughout this article is income of farm 
opulation from all sources. It is the sum of (1) cash receipts from 
‘arm marketings, plus government payments to farmers, less farm 
roduction expenses, plus imputed value of home consumption of 
‘arm products, plus rental value of farm dwellings (equals farm 

operators’ realized net income); (2) wages of laborers on farms; 
(8) net change in farm inventories; and (4) income of farm population 
from nonfarm sources. t 
*The parity ratio (ratio of prices received by farmers to prices pai 
by fag) ig te pe Meade has been about the highest for any 
ten-year period in history, averaging 108 and reaching a peak of 115 
in 1947. For the years 1930-1939, the parity ratio averaged 77. 
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4.23 


the peak, and a very high level is indicated for 1952. 
Income to persons not on farms continued to expand 
uninterruptedly through 1951, although prior to 1948 
its rate of advance was somewhat slower than in the 
farm sector. 

Both farm and nonfarm net income have quintupled 
since 1934. But in the same period, nonfarm popula- 
tion increased 35%, while farm population fell by 
25%. Net income per person not on farms has quad- 
rupled since 1934, but for persons on farms it is now 
sevenfold. Today per capita income on the farm is 
60% of nonfarm income, compared with 32% in 1934. 


FINANCIAL STATUS 


Concurrently with their enlarged income, farm 
owners’ net worth has also been hitting new peaks, 
not only in terms of current prices, but also in real 
terms (7.e., in constant dollars). The aggregate net 
worth of farm owners, operators and nonoperating 
farm owners reached $155 billion at the beginning of 
this year, three and a half times the January, 1940, 
figure of $44 billion. In 1952, farmers’ equities amount 
to 92% of gross assets, compared with 81% in 1940. 

(Text continued on page 426) 


How Farm Electrification Has Grown 
In millions 
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US oe 


EST. 


1919 9°24 


416% %3.2% 


A change in the Census Bureau definition of farm, in 1950, 
makes data from that year on not strictly comparable 
with earlier years. However, percentage figures are not 
substantially affected. 

Sources: Edison Electric Institute; Rural Electrification Ad- 
ministration ——P 
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FARMERS’ ASSETS ARE AT PEAK— 


BILLIONS OF CURRENT DOLLARS 
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AT 1940 PRICES 
AT 1940 PRICES 


1952 
BILLIONS OF DOLLARS 


AT 1952 PRICES 


1946 
BILLIONS OF DOLLARS 


above 1940. But after adjusting for price 
AT 1946 PRICES 


f physical assets, they were only 2.6% and 47% above 1951 and 1940 totals. In cur- 


rent dollars, more than 50% of the r 


in farm real estate. 
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Agricultural assets were higher than they ever were on January |, 1952. They were then 9.5% 


above the figure of twelve months previous, and 214%, 


increases o 
Source: Department of Agriculture 


Total assets 


AND GROSS INCOME IS AT NEW HIGH | 
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Income Status: Farm vs. Nonfarm 


Farm income has been increasing 
relative to nonfarm income 
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But farm population has been 
falling, nonfarm growing 


7 NONFARM 300 
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So per capita farm income has 
made larger percentage gains 


500 


PER CAPITA INCOME 
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Index numbers: 1935-39=100; index of income for the nonfarm population based on series developed by the Bureau of 
Agricultural Economics for use in comparing with income of farm population. 


Sources: Bureau of Agricultural Economics; The Conference Board 
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Total assets of agriculture (physical and financial) 
rose from $54 billion on January 1, 1940, to $169 
billion on January 1, 1952, an increase of 213%. How- 
ever, about three quarters of the increase in dollar 
value can be attributed to increased prices of physical 
assets (see chart). Actually, $61 billion of the $115- 
billion increase is accounted for by the increase in 
farm real-estate values, partly owing to net physical 
improvements in farm property, but mostly reflect- 
ing increased prices of real estate. 

In physical terms, total real-estate value did not 
rise very markedly, but on a per farm basis the real 
increase in value was fairly substantial. Among the 
nonreal-estate assets the bulk of the increase since 
1940 also reflects higher prices. For example, the 
value of livestock in current dollars increased by al- 
most 300%, but deflation for price increases discloses 
that there has been no physical increase in livestock 
inventory. Crops stored on and off farms, however, 
increased 11% in real terms. The greatest relative in- 
crease in physical assets was in farmers’ holdings of 
machinery and equipment, which were more than 
twice as great as in 1940, even after deflation for price 
increases.1 

Since 1940, total liabilities of farm owners and op- 
erators have risen from $10 billion to $14 billion. In 
relation to gross farm assets, however, liabilities have 
declined from about 19% in 1940 to about 8%. Real- 
estate debt actually dropped slightly over this period; 
it now constitutes about 45% of total debt, compared 


1For more detail on increased farm mechanization, see the April, 
1952, Business Record, “More Power to the Farm,” p. 134. 


with 65% in 1940, and about 4% of gross assets, as 
compared with 12% in 1940. Nonreal-estate debt, 
which is largely short-term, has more than doubled 
over this period, rising from $3.4 billion to $7.8 billion. 
But in relation to total assets (as well as to net farm 
income) nonreal-estate debt is significantly smaller 
than twelve years ago. 


FARMER AS CONSUMER 


With the improved financial condition of the farmer, 
there has been an enormous improvement in his stand- 
ard of living—owing in some measure to giant strides 
in electrification. Today almost nine out of ten farms 
have electricity. In 1934, only one out of ten was 
electrified. Since the end of the war the number 
of electrified farms has increased about 75%. 

This trend has had a substantial effect on purchases 
of all sorts of electrical products, from. toasters and 
refrigerators to electric chick brooders and power feed 
grinders, and the end is not yet in sight. Data on 
farm ownership of facilities and equipment are ex- 
ceedingly fragmentary, but figures from the 1950 
Census of Agriculture point up the fact that a rather 
substantial area of the farm market is still untapped. 

As of April, 1950, about 60% of United States farms 
had mechanical refrigerators, compared with 83% 
for nonfarm dwellings. Television sets were owned by 
7%, as against 14% for nonfarm. Central heating was 
installed in 17% of the farm houses; nonfarm homes 
were 55% equipped. 

Anita BrecKERMAN 
Sumurey S. Horrman 
Division of Business Economics 
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SPENDING AN HOUR'S WORK NOW AND IN '39 


HE WAGE EARNER in 1914 had to work 572 

hours to purchase thirty-one common food, cloth- 
ing, household, and other items. To purchase the 
same list of items in 1929, he worked 486 hours, 
or 15% less. By 1939, the working time required to 
purchase these commodities had been cut almost in 
half, or to 291 hours. The trend has not continued, 
however, and 1952 found the wage earner working 18 
hours, or 6%, more time than he worked in 1939 to 
purchase the same thirty-one items. 

This figure was obtained by pricing, in terms of the 
number of hours and minutes a wage earner must 
work to purchase them, thirty-one commodities which 
the average consumer buys. The earnings data used 
were compiled by the Bureau of Labor Statistics. 
Spendable earnings of a factory worker with three de- 
pendents were taken for four key periods: June, 1952; 
1939, the last “normal” year prior to World War II; 
1929, the peak of the predepression era; and 1914, a 
relatively “normal” year prior to World War I.1 

The amount and types of goods and services which 
a wage earner’s family consumes underwent drastic 
change in the first half of this century. The “market 
basket” consumed in 1914 was not similar to what 
the worker buys today, but of course some of the 
individual items are comparable despite drastic 
changes in style and quality over the years. Only 
these latter items are treated in this analysis. 


A Pound of Steak 


For food—the most important individual class of 
family expenditures, accounting for close to one third 
the total family budget?—eight items were priced. 
The dollar cost of these items had risen substantially 
since 1914, but the cost in hours of work dropped 
about 58%. Three of the eight food items priced now 
require more working hours than they did in 1939. 

This means that in June of this year the average 
wage earner worked 43 minutes to purchase one 
pound of round steak, 33 minutes for one pound of 
pork chops, and 34 minutes for one pound of coffee. 
This time compares with 34 minutes of work in 1939 
for one pound of round steak, 29 minutes for one 
pound of pork chops, and 22 minutes for one pound 
of coffee. 

1“Spendable earnings” exclude federal income and social security 
taxes. Work time equivalents differ only slightly from those deter- 
mined by use of gross average hourly earnings. 


“Survey of Consumer Expenditures in 1950,” Monthly Labor 
Review, August, 1952. 
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These differences seem negligible, but if one pound 
each of these three items was purchased every week 
for a year, the worker would pay twenty-two hours 
more than he did in 1939. The increase in these three 
offset the slight decrease in the other five food items 
—poultry, milk, eggs, bread, and sugar—so that the 
total cost of these eight items in hours of work is 
slightly more today than in 1939. 


A New Suit 


For the twelve clothing items priced, there is little 
difference—a drop of 4%—since 1939 in the hours 
of work necessary to purchase them. The great 
difference, here, as in food, took place between 1914 
and 1939. In that earlier period, the five women’s 
clothing items priced could be bought for 63% fewer 
hours of work, and the seven men’s clothing items 
for 62% fewer hours. 


Dressing Up the Living Room 


Furnishings for the house of a wage earner today 
are generally not comparable with those of twenty to 
thirty years ago. Washing machines, mechanical re- 
frigerators, and the hundred and one other household 
appliances such as electric toasters, mixers, irons, etc., 
either did not exist in the earlier period or, if they did, 
were priced completely out of the wage earner’s range. 
Furniture thus probably affords us one of the few 
valid comparisons. A two-piece living room suite 


Cost in Hours of Work of Thirty-one Commodities 
Bytes 


486.2 


290.6 309.3 


1914 1929 1939 1952 
CJUNE) 


Sources: Bureau of Labor Statistics; The Conference Board 


428 


ee Se SS eee 
Items Priced in Hours of Work 


Prices in Hours of Work 


Prices 
lites gl str seien ence bade 2 
Item June 
1914 1929 1939 we 1914 1929 1939 1952 
Food 
roa Steak 6 Fete on co>, cs ets ator act ee % .231 | $ .4385 | $ .359 | $1.115 1.04 atts 57 Br 3 
Bork Chops sesiccyersstics scr. ot anh cf eres scl Oia, ee GRE cM ME tet .214 855 . 298 .850 .96 .63 48 .55 
Poultry. fa ct te Se a dae eee erate Aes) -406 .310 463 1.00 12 49 .30 
IMillos(erocery,)) era: ee nether. ens cateheea ke .090 . 143 .118 221 40 25 .19 14 
iG gSiieect sce ssuee sian ces eres amesger saree erga .319 431 295 590 1.43 76 47 38 
IB rear te eater ee ck atrr remtner lems ter ene teeter teens . 062 .090 .080 161 28 .16 .13 10 
Sugar ya ts = ene eat cand Sree Reet PRO ame ees oe 051 065 051 103 23 ala .08 07 
Calcot aM A aii aki. tee talh tae 07 | 495 | .ge7 | 868 | __1.38 87 36 | 56 
A NesW ease, he eh we en? aa tel SN ew. Seen 6.67 4.27 2.77 2.82 
Women’s clothin 
Cotton dress..... é LAr one Seo $1.05 $1.99 $1.00 $4.19 4.71 3.52 1.59 2.69 
Rayon slip seas. ca ceramics adie tae terete seer icioslt 1.00 1.49 1.29 1.46 4.48 2.63 2.06 .94 
Cottontmight’gown' seer ete els Cini cove ae eect le cusasenere .82 1.09 54 1.95 3.68 1.93 .86 1.25 
urn pistes isis scars cpaercetae caceoei tetera eid = cones 2.70 2.99 2.32 4.68 12.11 5.28 3:70 3.01 
Wightawoolicoat seen arcs cen votieicns trarskfeete ice cuore teees 6.70 14.48 7.48 17.56a| 30.04 25.58 11.93 11.29 
MODAL eres chat creek ec osce emer eva ates. senna: 55.02 38.94 20.14 19.18 
Men’s clothing : 
Suite wOLsheG eeeeins cere ec eter i rere ce ete $16.75 | $18.90 | $17.23 | $38.45 75.11 33.39 27.48 24.73 
Overalls Ope eRe ee PRT ost ee lets .69 1.67 .89 3.00 3.09 2.95 1.42 1.93 
Cottonislinbatet cite ashe oie ae keabcede kieee a tendlates 86 1.44 a Dee We 3.25 3.86 2.54 1.87 2.09 
Cottongundershitt--sneeets as. sekotcdic. surat oes 41 .60 .39 1.19 1.84 1.06 62 fi f 
LDA WETS pretest eres Aa tae ste ess en cas ota 41 .60 .39 1.18 1.84 1.06 .62 76 
ST GS pee er cet eee ence ba o> Sector hue RTs it RE EN e oo 2.67 4.23 3.09 8.20 11.97 7.47 4.93 5.27 
Gottonvhiosere tek c oo cei Mecsiusdars momar nea rae 20 35 .29 56 .90 62 -46 36 
4 Moro SR ek Be ae a ae eae eee 98.61 49.09 37.40 35.91 
Housefurnishings 
Living-room suite (2 piece)............... eee eee $38.13 |$111.10 | $59.40 |$178.22 | 170.99 | 196.29 | 94.74 | 114.61 
Bedroom\suite (3! piece)... 1.0. on See soa eee sane 19.77 56.88 $4.45 99.88 88.65 | 100.49 54.94 64.23 
WUT ACRE 5 hates OS eS Oe SE ae as ee Eee One or 6.47 7.37 5.98 19.98 29.01 13.02 9.54 12.85 
Sheets (81x99 erty tees tine merits hen mrcts .80 1.50 84 2.35 3.59 2.65 1.34 1.51 
Vacuumpclesnersi: oc aaron See oo enn chee ae 19.65 | 34.50 | 31.45 71.24 | 88.12 60.95 50.16 45.81 
ROTATE oe ea ee ka, See 380.36 | 373.40 | 210.72 | 239.01 
Miscellaneous 
Gasoliney(gallon) ue kaerss oaee he aneee ne % .171 | 8 .171 | $ .108 | $ .258 AL | .30 17 lel 
Soapi(ban)see anu tcc meat go eer ie acute neater: .039 .052 .051 079 xa .09 08 .05 
Aspirin (100ttablets) ence. se oars ome ree ere .780 .980 .590 585 3.50 1.73 .94 .38 
Men sthaircuteern te 2c cn tae Suter eee nee ae .300 . 630 .500 1.183 1.35 1.11 .80 .76 
Motions pieturesiy. corral. diameter etatinte gamitesnaciranne 220 .460 .350 632 .99 .81 .56 41 
INewspaper, (yearl yin. dors. clovake blak Meus oreacseusiet evn te 5.410 9.300 | 10.670 | 16.444 24.26 16.43 17.02 10.57 
PROTA Ticrssetrayt ese etree tee Cee oe ERT ents 31.04 20.47 19.57 12.34 
GRANDETOTAL sate ee oer ee oe eam ceate Poa arion er er ere 571.70 | 486.17 | 290.60 | 309.26 
aMarch 


Sources: Bureau of Labor Statistics; Tam ConrerEnce Boarp 


and a three-piece bedroom suite cost the 1914 wage 
earner 260 hours of work, while the worker in 1939 
purchased these five items for about half that number 
of hours. The purchase price in hours of work of the 
two suites today is about 20% higher than in 1939. 


Want Some Aspirin? 


As to miscellaneous items, only six—gasoline, soap, 
aspirin, men’s haircuts, motion pictures, and news- 
papers—have been tabulated. For these, the cost in 
hours of work is less now than in every other period 
analyzed. (See table for individual changes.) 

In 1952, the American family spent a large percent- 
age of its disposable income on miscellaneous items, 


such as transportation, medical care, household oper- 
ation, recreation, personal care, etc. Many of these 
items cannot be compared with 1939 because of the 
introduction, since then, of television sets, antibiotics, 
etc., and only a few of these miscellaneous goods and 
services which we are so used to today were purchased 
by wage earners back in 1914. The automobile, which 
is our most common means of transportation today, 
cannot be compared with the machine of that year; 
nor can the telephone, which got so few of the work- 
ingman’s dollars in 1914, be compared with today’s 
modern instrument. 


JouHn Napier 
Statistical Division 
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JOBS, PRICES AND STRIKES 


cities dropped 5% in September. This is the 
first decline since February. 

Prime mover in the drop, which put the index at 
180.0 (January, 1939=100), was a decline of 1.2% 
in the food index—the first decrease in food since 
last February. Meat showed a generally downward 
trend, with beef prices reported mixed. Pork products 
were generally down, and lamb decreased slightly. 
The principal declines, however, were in fresh fruits 
and vegetables. White and sweet potatoes, cabbage, 
green beans, lettuce, onions and apples declined sub- 
stantially in line with the season. Milk prices rose 
fractionally in six of the ten cities. 


SEASONAL RISE IN CLOTHING PRICES 


The women’s clothing index rose .6%, recording 
the normal seasonal increase expected with the be- 
ginning of the retail fall clothing market. Hosiery 
prices, however, continued to decline. Men’s clothing 
prices dropped .2%. Over the month both dress and 
work shoes were lower in price; from September to 
September, decreases were reported for overcoats, top- 
coats and unionsuits. 

Some movement was shown in other components. 
Fuel prices were up again this month by 6%, and 


oP BOARD?’s consumers’ price index for ten 


housing .1%. The housefurnishings and sundries com- 
ponents, however, recorded no change. 

September to September, the sundries index re- 
corded the largest rise (4.67%) of all the indexes. 
Housing followed; with a rise of 3.2%; it was closely 
trailed by food, up 3.1%. The fuel index rose 1.2% 
over the year. Part of this increase was caused by a 
jump of 2.7% in the electricity index and of 1.1% 
in the gas index. The clothing and housefurnishings 
indexes both declined 3.3%. The all-items index 
gained 2.6%, leaving the purchasing value of the 
dollar at 55.6 cents. 


MORE STRIKES IN AUGUST 


New work stoppages numbered 450 in August, as 
against 425 in July, according to reports of the Bu- 
reau of Labor Statistics. New strikes in August in- 
cluded brief stoppages in meat-packing plants and a 
thirteen-day strike at the B. F. Goodrich Company. 

Altogether, work stoppages in effect in August 
totaled 675, which compares with 650 in July. The 
total for the first eight months of this year was 3,600, 
or well in excess of the number reported for 1951 and 
1950. (See accompanying chart.) 

Man days idle because of strikes are expected to 
exceed those of any year since 1946. For the first 
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Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939 =100 


i Clothing House- Purchasing 
Weighted ul 5 
Date rai of] Food Housing! Malem Sundries bdo ai 
ees Total Total a 
1951 September..........| 175.5 | 280.6a | 118.4] 158.5 132 103.7 | 170.2] 166.4] 57.0 
Octobericrscc.sone> 176.0 | 232.1 118.8 | 153.6 132 103.7 169.2 166.3 56.8 
November.......... 178.2 | 236.86 | 119.9] 152.7 132 103.7 169.7 167.9 56.1 
December........... 178.8 | 236.7c 120.3 152.1 133 bt ead 169.9 170.3 55.9 
Annual average...... 174.5 | 229.3 116.9 | 152.2 3_ 131 103.7 | 170.8 | 166.3 57.8 
1952 January............ 179.0 | 237.5 120.9 | 151.2 133 103.7 168.6 170.1 55.9 
February........... 176.3 | 230.7%7d | 121.1 150.1 133. 103.7 | 168.3 169.0 56.7 
Miarehttrocet scar. 176.7 | 231.0e | 121.2] 149.8 133. 104.3 167.0 170.1 56.6 
April rege aoe sete 178.4 | 234.3 121.4] 149.7 133. 104.9 166.9 172.1 56.1 
Maysonet esos 178.9 | 236.6f 121.5 149.4 130. 104.8 165.5 L72e2 55.9 
JUNG esi seek 179.0 | 237.09 121.5 148.8 130. 104.8 165.0 172.3 55.9 
JULY ea Pascoe aie 180.4 | 239.8 eal ve 148.5 131. 104.8 164.3 173.6 55.4 
AUIGUSGeM Tae tccecee eles: 180.97} 240.67rh} 122.1 148.2 132.9 104.8 164.5r| 174.0 55.3 
September.......... 180.0 | 237.8 122.2 148.5 NSS: 104.8 164.5 174.0} 55.6 
Percentage Changes 
Aug., 1952 to Sept., 1952.. -0.5 -1.2 +0.1 +0.2 0.2 +0.6 +0.6 0 | 0 0 0 +0.5 
Sept., 1951 to Sept., 1952..] +2.6 +3.1 +3 .2 -3.3 3.7 2.8 +1.2 42.7 +1.1 -3.3 +4.6 2.5 - 
c Based on food prices for Dec. 12, 1951 g Based on food prices for June 16, 1952 r Revised 


1 Rents surveyed quarterly in individual cities 
2 Includes electricity and gas 

a Based on food prices for Sept. 17, 1951 

b Based on food prices for Nov. 14, 1951 


é Based on f 


d Based on food prices for Feb. 
‘ood prices for March 12, 1952 


18, 1952 h Based on food prices for Aug. 18, 1952 


J Based on food prices for May 14, 1952 


eight months of this year, the figure was placed at 
45 million by the Bureau. This compares with 15 
million in the same period last year, 29 million in the 
first eight months of 1950, and an average of 25 mil- 
lion for 1947, 1948, and 1949. 

The increase so far this year was occasioned in good 
part by the steel stoppage. For a time, soft-coal stop- 
pages added 350,000 man days idle a day. Operators 
were in agreement with union demands, but the 
WSB cut the $1.90 increase agreed upon to $1.40. 

Total employment was about the same in Septem- 
ber as in August, according to reports of the Bureau 


Business 


of the Census. This was despite the large number of 
students that dropped out of the working force, and 
a decline of approximately 700,000 workers in the 
nonagricultural force. 

Unemployment continued its downward trend in 
September, reaching a level of 1.4 million. Some 
part of this decline, however, was occasioned by the 
number of students dropping out of the labor force. 


Tuomas A. FirzceraLp 
Ourve E. VaucHAan 
Statistical Division 
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195] 1952 195] 1952 1951 1952 
Jan.-June, 1950=100; October figures estimates through Oct. 23 Source: Bureau of Labor Statistics 
1951 Percentage Change 
I . 
tem Unit Repuembers rene July eect es Latest Monts Rates: Benth 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production, total (S)............ 1935-89 = 100 223 |r 215 |p 198 218 +8.7 +2.3 
Durable cee (Sees eciemisccsecec cece: 1985-39 = 100 283 |r 268 | pr 231 271 +5.6 +4.4 
Nondurable goods (S)..........0.0ec000% 1985-89 = 100 192 |r 190]r 179 192 41.1 0 
Mineralsy (ae nee eh wkicrs Soe ie 5 «ts eatiacie bts 1985-389 = 100 168 |r 159 | r 142 167 +5.7 +0.6 

Consumer durables (S)................000- 1947-49 = 100 n.a. 87 |r 7h 10la +22.5 -13.9 

IMagohine! tools’. recast he omens oa one 1945-47 = 100 866.8 |r 314.8 257.2 189.8 +16.5 +93.3 

Construction contracts awarded, residential .|| million dollars 518 628 608 480 -17.4 +8.1 

Construction contracts awarded, other...... million dollars 1,521 811 903 603 +87.6 +152.1 

Retailsnlesso), Horse wnicc cece nce comer. million dollars 18,975 |r 13,391} p, 13,646 12,992 +4.4 +7.6 

Retail inventories (S)*..................0. million dollars n.a. 17,284 |p 17,810 19,429 -3.0 -11.0 

Department store sales (S)................ 1947-49 = 100 106 114 105 107 -7.0 -0.9 

Department store inventories (S)*.......... 1947-49 = 100 n.a. 118 120 134a -1.7 -11.9 

Manufacturing sales (S).................6- million dollars n.a. 22,079 |r 21,889 22,007 +0.9 +0.3 

Manufacturing inventories (S)?............ million dollars n.a. 43,146 |r 49,748 41,532a +0.9 +3.9 

Manufacturing new orders..............-- million dollars n.a. 23,700 22,574 22,96 +5.0 +3.2 

Manufacturing unfilled orders*............. million dollars n.@. 70,500 69,712 63,1774 +1.1 +11.6 

Carloadings, f0taley so o.6 < <..4.0/010.0:0.000- 001s 5.96 thousand cars 845 783 595 831 +7.9 +1.8 

Carloadings, miscellaneous’................ thousand cars 398 375 299 8395 +6.2 +0.9 

Prices, Wages, Employment— 
Basic commodity prices‘........ een Aug. 1989=10 290.8 293.6 293.8 325.7 -1.0 -10.7 
Wholesale commodity prices, all........... 1947-49 = 100 TMT lr Tiere 111.8 113.4 0.4 -1.5 
ETD eercdctel ctotetn oe cfofeelel« wattle eats, bets, ast Me 1947-49 = 100 106.4 109.9 110.2 109.9 —$.2 -3.2 
AnGustrialsstack ers tisha ail ah cred she Serie 1947-49 = 100 113.1 |r 118.0 112.5 114.8 +0.1 —1.5 

Consumers’ price index.................-. 1985-389 = 100 190.8 191.1 190.8 186.6 0.2 +2.3 

Farm parity price ratio................... 1910-14 =100 101 103 103 103 -1.9 -1.9 

Non-agricultural employment.............. thousands 54,712 55,390 54,636 54,054 -1.2 +1.2 

Mnemployment..2Zhipfays «Sys ope iciereiaiene.» oisloreie ene thousands 1,488 1,604 1,942 1,606 -10.8 -10.5 

Factory employment..................... thousands 18,159 |r 12,846 |r 12,059 13,087 +2.4 +0.6 

Average weekly hours worked, manufacturing number 41.l1j}r 40.6 39.9 40.6 +1.2 +1.2 

Average hourly earnings, manufacturing. . . .|| dollars 1.698 |r 1.670 1.648 1.618 +1.4 +5.0 

Personal income (S)§...........-++e+eeeees billion dollars n.a. 267.1 ]r 263.9 256.7a +1.2 +4.1 

Finance and Government— 

Bank debits, outside New York City*....... million dollars 74,608 67,412 74,908 66,359 +10.7 +12.4 

Business loans! esr siacciesec eaieis oe 3.6 00 sale million dollars 21,844 |r 20,776 20,598 19,861 +2.7 +7.5 

Consumer instalment credit outstanding’. . .|) million dollars n.a. 14,907 |r 14,751 13,045a +1.1 +14.3 

Privately held money supply’.............. billion dollars n.a. 186.2 |r 185.8 177.0 +0.2 +5.2 

Federal budget receipts................+-- million dollars 6,585 4,050 3,316 6,209 +62.6 +6.1 

Federal budget expenditures............... million dollars 6,070 5,018 6,742 5,163 +21.0 +17.6 

Defense expenditures...............+.+++- million dollars 4,393 3,534 4,367 2,973 +24.3 +47.8 

Federal ifdzet surplus or deficit, cumulative*! million dollars -8,879 —4,394 —3,426 —2,615 Sat seats 

§ Adjusted for seasonal variation * Average week] gee. 1 = aia 4 Se te 

thn ol poner tee tke day ct aloe *From July 1 to end of nat indicated p Preliminary 


R New series; not comparable to earlier data shown. 
: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve 


Seal Machine Tool Builders Association; Treasury Department; Taz Coxrermnce Boarp 
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OASI BENEFITS IMPORTANT TO INSURED AGED 


GED BENEFICIARIES of Old-Age and Sur- 

vivors Insurance received benefit payments 
totaling almost $1.5 billion in 1951. Retired single 
men, or married men whose wives were not entitled 
to benefits, averaged $525 for the year, while average 
benefits for an aged couple—retired man with wife 
also over sixty-five—were about $850. Aged women 
averaged about $405 if benefits were based on their 
own wage records; $435 if they were widows of in- 
sured workers.} 

How important are these government pensions to 
the oldsters receiving them? What other retirement 
income have they? Do retired workers return to jobs 
now and then? Have any beneficiaries had to seek 
public assistance to supplement their insurance 
benefits? 

Answers to these questions are given in a survey 
of beneficiaries conducted at the end of 1951 by the 
Bureau of Old-Age and Survivors Insurance. (See 
description in box.) The highlights of the preliminary 
findings are summarized here. 


RELATION TO TOTAL MONEY INCOME 


OASI benefits are a significant part of the total 
money income received by the family groups who are 
the regulars on the insurance rolls.? Benefits are the 
only cash income of any consequence for three of 
every ten single beneficiaries and couples, while seven 
in every ten receive less than $600 per person besides 
their benefits. One out of ten, however, has an addi- 
tional annual income of $1,200 or more. 

Aged single beneficiaries depend more on their in- 
surance benefits than do the married couples. This is 
true of widows in particular; 44% of them have no in- 
come to speak of other than their benefits. 


INCOME FROM ALL SOURCES 


Counting money income from all sources—includ- 
ing OASI benefits—almost two of every five of the 
beneficiary groups have less than $50 a month per 
person, about two in five have between $50 and $100, 
and one in five $100 or more. This takes into account 
income from earnings, unemployment insurance pay- 
ments, money contributions from relatives, and public 


1This assumes that benefits were payable for each of the twelve 
months. The annual value of benefits currently going to aged bene- 
ficiaries is about 10% higher than these amounts owing to the in- 
creases that went into effect in September, 1952. See “Government 
Welfare Payments Boosted,” The Business Record, September, 1952. 


*All the data which follow relate just to the beneficiary groups who 
received benefits all twelve months of the year. 


assistance payments—all of which may be temporary. 
And it counts in income from reasonably permanent 
sources like insurance benefits, employer, union, and 
veterans’ pensions, income from assets, and private 
annuities. Such independent retirement income is 
more stable in amount than the total money income 
received during the year. 


INDEPENDENT RETIREMENT INCOME 


The OASI program provides the bulk of the retire- 
ment income of beneficiaries. Only a small propor- 
tion of the men and women aged sixty-five and over 
who were interviewed could live on the independent 
money retirement income they have in addition to 
their benefits. One in every eight would have 
monthly retirement incomes of $50 or more per mem- 
ber of the beneficiary group, while almost two thirds 
would have nothing or less than $75 per person for 
the entire year. 

Employer and union pensions make up part of the 
independent retirement income for one sixth of all 
old-age and aged-widow beneficiaries, but such pen- 
sions amount to less than $50 a month a person for 
two out of three groups receiving them. Only 6% of 
all beneficiaries in the sample have as much as $50 a 
month per family member from this source. 


DID BENEFICIARIES WORK? 


While most beneficiaries reported at the time of 
the interview that they were unable to work, employ- 
ment was a source of income during 1951 for about a 
fourth of the men and a fifth of the women who are 
receiving old-age benefits and for an eighth of the 
aged widows. The amounts earned indicate that, in 
general, work is only occasional, although substantial 
sums are earned by a few. Almost three in every ten 
of all older beneficiaries who have income from em- 
ployment earn less than $150 during the entire year; 
two thirds earn less than $600. But four in every 100 
who work earn $3,000 or more. 

The beneficiaries with earnings in excess of $600— 
one third of those with some employment, but only 
7% of all old-age and aged-widow beneficiaries— 
work in jobs not covered by the social security program 
or are aged seventy-five or over. A few in covered 
self-employment will have later benefit suspensions. 


‘Earnings in covered employment of more than $50 a month by 
beneficiaries not yet seventy-five years old would have resulted in 
benefit suspensions in 1951. This limitation was raised to $75 in the 
1952 amendments. 
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In most cases, earnings are small, whether they de- 
rive from covered or noncovered employment. Median 
earnings in covered employment, however, are con- 
siderably higher than in noncovered for both male and 
female old-age beneficiaries and for aged widows. 
(See table.) 


The small amounts earned by beneficiaries who work 
are considerably less than the earnings of the average 
employed oldster. Over a million persons aged sixty- 


SOME FACTS ABOUT THE SURVEY 


Between November, 1951, and February, 1952, about 
18,000 beneficiaries—representing nearly 1% of the 
2.25 million old-age and aged widow beneficiaries on 
the rolls at the end of 1950—were visited by em- 
ployees of the Bureau of Old-Age and Survivors In- 
surance and interviewed as to how they had been 
getting along during the preceding year. The questions 
they were asked relative to their financial status 
dealt with the amount and sources of income received; 
and with assets and liabilities, including the amount 
of assets used or debts incurred for living during 
the year. 


Certain facts collected on 17,440 schedules have 
been tabulated by the BOASI and preliminary findings 
on the bulk of these beneficiaries—the 1514 million 
or 90% who received benefits all twelve months of the 
survey year—have been released. They are distributed 
by types of beneficiary group as follows: 


One-person groups: 
Old-age beneficiary: 
Nonmarried men 
INonmarrieds Women. .....c..aconn e+ oemresle 2 5 2,031 
Aged-widow beneficiary 
Two-person old-age beneficiary groups: 
Married men: 


Married women (husband not entitled on wife’s 
record) 
All beneficiary groups combined!........... 
1Excludes 154 beneficiary groups containing one or more children 
under eighteen for which data were not analyzed separately. 
The remaining 10% had one or more suspensions for 
months in which they failed to meet the “retirement 
test” provision of the Act. 

There is every reason to suppose, according to 
BOASI, that the preliminary findings as a whole give 
a fair picture of the beneficiaries in the sample, al- 
though 560 schedules are still to be added. The sample 
is believed to adequately represent the general pattern 
for all the aged beneficiaries in 1951.—“Preliminary 
Findings of the National Survey of Old-Age and Sur- 
vivors Insurance Beneficiaries, 1951,” Bureau of Old- 
Age and Survivors Insurance, April, 1952, graphed; 
“Resources of Aged Insurance Beneficiaries; 1951 Na- 
tional Survey,’ by Edna C. Wentworth, in Social 
Security Bulletin, August, 1952. 
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five to seventy-five were fully insured but not receiv- 
ing benefits in 1951, indicating that their earnings in 
covered employment exceeded $50 a month, or $600 
for the year. In 1949, the latest date for which this 
information is available, median covered earnings of 


all workers over sixty-five with such earnings were 
$1,751. 


HOW ABOUT PUBLIC ASSISTANCE? 


Additional means of support have to be found by 
the beneficiaries who are unable to work or find jobs, 
and whose retirement income, even with twelve months 
of OASI benefits, is inadequate. In some cases their 
wives and husbands work. Some are helped by their 
children and other relatives. A few have unemploy- 
ment insurance or special windfalls. Even so, about 
one in eight of the couples and aged widows, and one 
in five of the nonmarried old-age beneficiaries, have to 
turn to public assistance at some time during the year 
in order to get along. (As they may have received 
public assistance payments from one to twelve months, 
these figures overstate the number on the public as- 
sistance rolls in any particular month). The median 
amounts of public assistance they received for the 
year were $372 to $432 for single-member groups and 
$510 to $627 for couples. 


MANY OWN THEIR HOMES 


A description of the economic status of oldsters 
is not complete if it fails to take into account their 


Earnings of Beneficiaries Who Worked in 1951 


Men Women ree 
Item eos . Bone . | Widows 
claries claries 
All beneficiartestt).sccieac aces occas ce 10,779a| 2,495 2,433 
Beneficiaries with earnings: 
NUM DENS, «oreseeieia orbs css dis whe tar segeneree 2,650 495 320 
% of all beneficiaries............... 24.6 19.8 13.2 
Median amounts jess. abies eletele sins $392 $260 $300 
OUNGER SOOO seein sites ajo 8 eis) ev jel) ose 65.4 78.4 80.6 
Beneficiaries with earnings in covered 
employment: 
INumberiia. sentan ctor cietteasrs eats slevereres 1,543 327 227 
% of all beneficiaries............... 14.2 13.1 9.3. 
Median amount. anccnmiaccielect oe clr $415 $304 $312 
Founder F600 cs. .clyser oe ees oe see © 65.7 82.8 83.6: 
Beneficiaries with earnings in noncov- 
ered employment: 
Numbericntsate woes @ulnten cumin ohne 1,214 202 102 
% of all beneficiaries............... 11.3 8.1 4.2 
Median amount..c.c- 2-6 ee semen $285 $164 $164 
Oriunder SOOO aeiseeiielalaniere Herr 67.9 78.2 75.4 


a Includes 154 beneficiary groups consisting of married and nonmarried men with 
one or more children under age eighteen, not included elsewhere in this summary; 
20 had earnings in covered employment, 32 in noncovered employment. 

Note: As some beneficiaries reported both types of earnings, the sum of the number 
with earnings in covered employment and in noncovered employment is larger than 
the total number with earnings. Most employments were covered in 1951. Principal 
exclusions are agriculture, government, and nonprofit organizations. 


Source: Bureau of Old-age and Survivors Insurance. 
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OASI BENEFITS MAKE UP A LARGE PART OF THE CASH INCOME RECEIVED 
One-person Groups 


OLD AGE BENEFICIARY AGED-WIDOW BENEFICIARY 
NONMARRIED MEN NONMARRIED WOMEN 
TOTAL MONEY 
INCOME 784 704 600 
INCOME 
EXCLUDING 
BENEFITS® es ae 
ETIRE MENT GY 580 Gy 500 
INCOME Li W 


Two-person Groups 


OLD AGE BENEFICIARY 
MARRIED MEN MARRIED WOMEN® 
WIFE ENTITLED WIFE NOT ENTITLEO 


TOTAL MONEY 1,384 


INCOME 1,429 


1,782 


INCOME 
EXCLUDING 
BENEFITS4 


INDEPENDENT 
RETIREMENT 
INCOME 


054 


YWllédébo 


4Total money income other than OASI benefits 
eHusband not entitled to wife’s wage record 
The median is the amount that divides the group in half; e.g., half of the aged widows received independent retirement income 
of more than $500, half less than $500, in 1951. 
Source: Bureau of Old-Age and Survivors Insurance 


Annual Money Income of Aged OASI Beneficiaries in 1951 


Per Cent with Total Annual |Per Cent with Annual Money Income Other|Per Cent with Annual Independent 
Money Income of— Than OASI Benefits of— Money Retirement Income of— 


Type of Beneficiary Group : ; 
$1,200 or $900 or | $1,200 or 
More Per Less T $600 Per | More Per | More Per 

Person P Person Person Person 


All groups combined.............0...eeee0. 10 
1-person groups: 
Old-age beneficiary: 
INonmarried men $2). scsi. cis o eierslaiee ales 16 
Nonmarried women.................... 9 
Aged-widow beneficiary.................-. 10 
2-person old-age beneficiary groups: 
arried men: 
Wife entitled 3. 2252.5: se wastes ibe lqwet 8 
Wifemottentitled #7... 3.28 2a: son sere 6 
Married’ women! on.2) cos se oe Ses oe ete 4 
1Husband not entitled on wife’s record. ‘ Total money income includes independent mo ti i i 
Note: Percentages based on the 15,558 beneficiary groups in 1951 National Bene- unemployment insurance pagueenies money. coutdibuionerteamyrehaeeanah ie 
ficiary ey who received benefits all twelve months of the year. Breakdown by assistance payments, and the value of bills paid and grocery orders given by someone 
type of beneficiary groups is shown in box. The data are presented on a per capita outside the household when the amount was known. 
basis ced ear an oxeral Egure for alt teneicaty, groups combined ean be oid ernenen p money retirement income represents twelve months’ OASI benefits, 
median income es shown in the chart, however, represent the total combine employer and union pensions, veterans’ pensions, private ities, i 
neome of the beneficiary groups. trust funds, rents, dukeresd and igidaades FD ihe Rorentccte Hepes a 


Source: Bureau of Old-Age and Survivors Insurance. 
—__—$— 
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net worth.* While few of the beneficiary groups sur- 
veyed have any liquid assets to speak of, such as cash, 
bank deposits, and stocks and bonds, a surprising per- 
centage of them have the security of home ownership. 
Two thirds of the married men and well over one half 
of the married women own their own homes, though 


See “Economic Status of the Aging,” in The Business Record, 
January, 1952. 


435 


some are mortgaged. The same is true of more than 
two out of five aged widows and better than a fourth 
of the single old-age beneficiaries. The income- 
equivalent of an owned home often makes the differ- 
ence between financial dependence and independence. 


Miriam Civic 
Division of Business Economics 


FINANCIAL NOTES AND FOOTNOTES 


THE NET effect of the short-lived money-market fireworks 


at about the middle of September appeared a month later 


to have been an increase of confidence in the determina- 
tion of the Reserve authorities to keep a firm hand upon 
the supply and cost of funds. 


This appeared to be the fact despite the lack of 
any very convincing explanation of the large-scale 
injection of funds into the market as an aid to the 
Treasury in marketing the 244% notes in September— 
or, for that matter, any explanation at all which did 
not involve an assumption of miscalculation on the 
part either of the Treasury or the Reserve authorities. 

Of course, it is probable that the mere passage of 
time, the much closer approach of Election Day, and 
a moderate development of normal seasonal tightness 
in the money market—all without any indication that 
the Reserve intended to do more at most than re- 
spond temporarily to seasonal influences—had as 
much as anything else to do with the conclusions in 
the financial district. 

The events at and immediately after the middle 
of September left little doubt that in circumstances 
deemed proper, the Treasury can count upon help 
from the Reserve system. The System, which had re- 
mained relatively aloof while an earlier Treasury 
offering struck hard going, nonetheless stepped in 
vigorously in Septémber. 

Under precisely what circumstances it will, and under 
what circumstances it will not, do the same in the future 
is a question without a ready answer. 

And it may be added, in passing, that there are 
wide differences of opinion south of Fulton Street as 
to what sound principles of central banking demand. 
Naturally, no one (or certainly very few) have the hardi- 
hood to predict precisely what is likely to take place next 
month when the year-end tax-payment time comes and 
when other conditions normally conspire to tighten the 
money market. Last year, it will be recalled, condi- 
tions were permitted to reach a point not experienced 
for a good many years. It was then that the banks 
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raised their rates to their best customers to a level 
that looked very high to a generation unaccustomed 
to historically normal levels of such rates. 


There was a time when a further increase was 
rather confidently predicted before the end of the 
current year. Such forecasts were not much heard 
for a week or two immediately following the Septem- 
ber-fifteenth tax-payment date. Conditions have, 
however, now returned to about what they were prior 
to the September fireworks. And, as to December, 
here again opinion is divided as to what sound bank- 
ing practice demands, although there is little doubt 
that the Reserve will prevent serious stringency. 

Every now and then when long-term Treasurys 
grow soft, there is a revival of discussion in the Street 
as to what the “accord” had to say on the subject of 
permissible declines in these outstanding issues. At 
such times, rumors circulate about some predeter- 
mined pegging point. The events of September seemed, 
however, to lend support to the contrary understanding 
that no such commitment exists, and that the Reserve 
authorities will do no more than keep the market "'or- 
derly." 


All this keeps fresh the old, old question as to when 
these issues are likely to appear attractive to institu- 
tional investors interested in yields as well as security, 
and it is said that at times in the past month or two there 
has been some evidence that current prices might be 
approaching such a point. 


Meanwhile, the Treasury appears again to have 
been successful in placing several billions of tax an- 
ticipation bills (which could be paid for by depositary 
banks with a simple credit to the so-called tax and 
loan accounts of the Treasury). Figures are not yet 
available showing the part the banks played in these 
offerings. In favorable circumstances, the banks find 
these issues very desirable, but results depend upon 
(1) the promptness with which the Treasury calls up 
the funds; and (2) the price at which the banks can 
pass on the bills to tax-paying corporations.—F. W. J. 
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ECONOMIC NOTES 


Two Steps Forward, Three Steps Back! 


Since the end of World War II the American steel industry 
has been engaged in a vast program of expansion which has 
added an average of about two and a half million tons each 
year to its ingot capacity. Yet during this same period it 
has lost about seven million tons of ingot production each 
year as a result of strikes. That means that for every ton 
of capacity we have added, we have lost nearly three tons 
of production. 

At Morrisville, Pennsylvania, United States Steel is now 
building the largest integrated steel plant that has ever been 
constructed in so short a time; yet it will take this plant 
ten years to turn out as much tonnage as our nation lost in 
less than eight weeks, this summer.—Benjamin F. Fairless, 
Chairman, Board of Directors, and President, United States 
Steel Corporation. 


Negative Interest Rate in Finland 


Calculations made by Professor Suviranta show that the 
“Teal” interest rate paid on commercial bank deposits in 
Finland, 7.e., the nominal rate corrected by reference to the 
wholesale price index number, has been negative in every 
year since 1938 except 1949. In 1949 the wholesale price in- 
dex rose by only 3.1%. In January-September, 1951, when 
the nominal deposit rate was 7%, wholesale prices rose by 
33.1%, so that the “real” interest rate was minus 19.6%. 
Similarly, the “real” loan rates charged by commercial banks 
have been negative, except in 1944 and 1949. The nominal 
maximum rate in January-September, 1951, was 10%, equiva- 
lent to a “real” rate of minus 17.4%.—TInternational Finan- 
cial News Survey, March 21, 1952, International Monetary 
Fund. 


Gauge for "High" Taxes 


“The oft-heard charge that taxes are too high inevitably 
suggests the question, to high for what? Taxes are always 
too high for the self-interest of the people who have to pay 
them, and consequently this interest provides no criterion 
by which they might be lowered. .. . 


“Many people are under the impression that there is 
some absolute quantity—some definite figure or percentage 
of the national income—beyond which it is economically 
impossible that taxes should go. But this is a misappre- 
hension. If we set aside considerations of sentiment and 
belief, and institutional attachments generally, then what a 
community can afford to pay in taxes depends altogether 
on what they get in return. If they get their entire living— 
necessities, comforts, and even luxuries—in return for their 
taxes, then there is no limit but the size of the national 
income. 


“To recognize this basic truth is not to advocate total 
taxation, but rather to identify as distinctly as possible the 
factors which define the limits of taxation. Clearly there 
are two such factors. One is economic in the narrow sense 
of that term: what the community gets in return for its 
taxes; and the other is institutional: the willingness of the 
community to enter into the arrangement under considera- 
tion. Economic stabilization—continuous full employment 
and continually rising levels of consumption—is a very 
valuable return to get for our taxes; and so far as the flow 
of income is concerned, it is easily attainable. But the 
question still remains whether it is institutionally attain- 
able."—C. E. Ayres, “The Industrial Economy,” Houghton 
Mifflin Company, 1952, pp. 218-9. 


Britain's Experience with Nationalization 


“What has occurred in England during the first four years 
of nationalization? Three railway freight-rate increases have 
been made, the last on January 1, 1952, aggregating 41.3%. 
This was on top of previous freight-rate increases from 1939 
to 1947 aggregating 55%. Consequently, freight rates on 
British railways are more than twice as high as they were 
in 1939. Despite these sharp increases in freight rates, the 
railroads have suffered substantial deficits in each of the 
four years of government operation.”—“What’s New” As- 
sociation of American Railroads, Sept., 1952, p. 20. 


An Optimistic Viewpoint 


“Demographers have been right in forecasting rapid 
growth of the population aged sixty-five and over, as a by- 
product of improved mortality experience, including that in 
the upper ages. Indeed, the actual increase has been and 
will be larger than they have predicted. But this has less 
grave significance than has commonly been attributed to it. 
Along with increasing longevity has come an appreciable ex- 
tension of physical and mental vigor. Occupational changes 
are tending to put higher premiums on mental skills than 
on physical powers. Hence the ability of elder persons to 
support themselves in the upper ages, in whole or in part, 
has been increased, whether the support is earned through 
employment or by self-service or mutual service. 


“Furthermore, so long as employment is at a high level, 
as it has been for a decade, the pressure to replace older 
by younger workers is less than when unemployment is 
serious. There are increasing recognitions of the value of 
older workers and of the economic and psychological desira- 
bility of facilitating the use of their reserves of earning 
power. Moreover, with the spread of social-security and 
pension arrangements, and personal investments of various 
kinds including owned homes, an increasing proportion of 
oldsters will have earned claims to income in their declining 
years. 


“Finally, in so far as the burden of supporting the elderly 
and aged falls on younger generations or on taxpayers gen- 
erally, there will be many more to share this burden than 
seemed likely only a few years ago.”—Joseph S. Davis, “Our 
Changed Population Outlook and Its Significance,” American 
Economic Review, June 1952, pp. 320-321. 
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SYMBOLISM IN ECONOMICS 


By Rufus S. Tucker 


Economist, General Motors Corporation 


symbols as aids to reasoning or exposition has 

become increasingly common. There is reason to 
question whether symbols have aided more than they 
have hindered in reaching sound conclusions, or, even 
more, in propagating sound doctrines. They are two- 
edged weapons, indispensable but indubitably danger- 
ous, for they are frequently used as substitutes for 
reason. 

The various types of symbols used in economics 
may be classified in three groups: (1) semantic, (2) 
graphic, and (3) mathematical. This order corre- 
sponds roughly to the chronological order of their 
adoption on a wide scale. It also corresponds to the 
order of their impressiveness to students and to the 
lay public, which in turn is the same, generally 
speaking, as the order of their difficulty in being 
understood, or rather “accepted.” For many doctrines 
are accepted by persons who think they understand 
them, when really they have merely learned the words 
and music well enough to sing them correctly to 
others without fully grasping the real concepts under- 
lying the symbols. 


lle THE FIELD of economic studies the use of 


Semantic Symbols 


HE semantic paraphernalia of economic symbol- 

ism ranges all the way from succinct apothegms, 
analogies, and metaphors and neat but sometimes 
question-begging or truistic definitions through emo- 
tionally charged slogans and insinuating innuendoes 
to violent diatribes and epithets. 

Let us consider the common statement that prices 
are set by the interaction of supply and demand. 
Alfred Marshall illustrated this statement with the 
analogy of a pair of scissors, both blades doing the 
cutting. But both the statement and its analogy 
minimize the very important fact that the forces 
operating on the demand side are human beings with 
their own differing and frequently very mistaken 
ideas of the value of what they can do with the goods 
in question, and of the number and financial strength 
of the potential sellers and the quantity of goods that 
might be offered for sale. Likewise, the forces operat- 


A paper presented to the Thirteenth Conference on 
Science, Philosophy and Religion on September 2, 1952, 
at Columbia University in New York City. 
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ing on the supply side are human beings with differ- 
ing and frequently very mistaken ideas of the number 
of potential buyers and the intensity of their demands, 
and of the amount of goods that might be offered by 
competing sellers. 


The process is far from being as automatic as the 
aphorism and its analogy suggest. When prices are 
said to rise or fall, the truth is that buyers are 
bidding more or less and sellers asking more or less. 
Many other statements of economic principles suffer 
from similar substitution or personified forces for 
actual persons. This, I suppose, is the necessary cost 
of brevity. Frequently, brevity is worth that cost 
or more, but the cost should not be ignored. 

Consider, now, the Fisher monetary equation: 
MV=PQ. Stripped of the impressive alphabetical 
symbols, this means only that the sum of money 
and money substitutes, multiplied by the number 
of times they are used for purchasing goods during 
a given period, equals the total of goods sold in the 
period multiplied by their average price. This has 
been scornfully dismissed as a truism. However, this 
much can be said about truisms: by definition they 
are true, and they may sometimes be useful reminders 
of important facts. As this equation fatally under- 
emphasizes the variability of V, it perhaps does not 
deserve even to be called a truism, but merely an 
equation of identity. 


THAT FAMOUS INVESTMENT MULTIPLIER 


The same can be said of Keynes’s famous invest- 
ment multiplier “k.” This is supposed to represent 
the relation between increases in consumption and 
concomitant increases in investment as national in- 
come increases; and the conclusion is drawn that by 
increasing investment by a certain amount the 
national income can be increased by k times that 
amount. There is, of course, a calculable relation be- 
tween consumption and investment at any given time, 
just as there is between members of any pair of 
quantities. But this reasoning overlooks the proved 
and obvious fact that the relation between consump- 
tion and investment is not a fixed factor deriving 
from inherent and immutable characteristics ‘of hu- 
man nature or organized society; it has varied enor- 
mously over the years and from place to place. Unless 
“k” is both autogenous and stable, it cannot be relied 
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upon as a means of manipulating the national income. 
Another consideration, appealing perhaps more to ex- 
perienced businessmen than to bookish scholars, is 
that differences in the nature of the investment and 
in the methods of financing it would in themselves 
probably make considerable difference in the value 
of eS) 132 

Both V and k are interesting toys for students 
of pure theory, but the attempts to use them as instru- 
ments of national policy have, to put it mildly, not 
been strikingly successful. 


DEFINITION. vs. EXPLANATION 


Economics suffers, like other sciences, from the 
occasional confusion of definitions with explanations. 
A classical example of this sort of confusion, not from 
economics, is the dialogue reported by C. W. Ketter- 
ing. A questioner asks, “What makes the grass green?” 
and is told “chlorophyll.” He then asks, “What is 
chlorophyll?” and receives the answer, “The stuff 
that makes the grass green.” An equally good example 
is Keynes’s ingenious definition of investment by 
which he purports to prove that it must be equal to 
saving. 

But economics suffers more than most sciences from 
the fact that so many of its concepts must be ex- 
pressed in words that either already had connotations 
of approval or disapproval or else acquired such con- 
notations shortly after they were used to express eco- 
nomic concepts. 

“Free enterprise” and “free market,” as phrases, 
are as yet above reproach. Opponents of the tra- 
ditional order in this country do not attack the words, 
but rather deny their appropriateness as descriptive 
of actual or past conditions. On the other hand, 
“rugged individualism,” originally a laudatory phrase, 
has been perverted into a term of reproach by the 
common smear technique of always printing in quo- 
tation marks, or uttering with a sneer. Nowadays, 
when a speaker is rash enough to use that phrase, 
thinking it means “sturdy self-reliance,” his hearers 
understand him to be speaking of ruthless selfishness. 

The same has happened to “widows and orphans” 
as the owners of income-producing property. Although 
a large number of widows and orphans do own prop- 
erty, and many of them have small incomes and no 
other means of support, the person who pleads for 
them is suspected and accused of speaking for the 
predatory barons of industry, Wall Street, and the 
trusts. : 


", .» the relation between consumption and in- 


vestment is not a fixed factor deriving from inherent 
and immutable characteristics of human nature or 


organized society; it has varied enormously over 
the years and from place to place."—Col. 2, 


page |. 


"But economics suffers more than most sciences 
from the fact that so many of its concepts must be 
expressed in words that either already had con- 


notations of approval or disapproval or else ac- 
quired such connotations shortly after they were 
used to express economic concepts."—from Col. 
2, page 2. 


Many phrases are used without awareness of their 
exact meaning. The “cost of living” is not really the 
cost of living (i.e., of bare subsistence), but of living 
on a certain scale somewhat arbitrarily chosen by 
statisticians, omitting some items because they are 
hard to price or have only recently come into common 
use, and including others because they were commonly 
used years ago. Our government statisticians have 
properly changed the name of their cost-of-living 
index to “index of consumer prices,” but it still re- 
mains only an index of the prices paid for goods cus- 
tomarily included in the budget of wage earners and 
low-salaried workers in large cities who are married 
persons with children and have incomes around $3,000 
or $4,000. And even this minority of consumers may 
find their expenditures rising while the miscalled cost- 
of-living index remains stationary, because they may 
be suffering not from the higher cost of living but 
from the cost of higher living. 


WHAT DOES "SURPLUS" MEAN? 


“Surplus” is an accounting term, applied to a cer- 
tain form of business liability. In popular usage, it 
is supposed to represent assets, or wealth, or even 
cash; and because it is called “surplus” it is supposed 
to be unnecessary, excessive, or ill gotten. Another 
misuse of “surplus” is in connection with agriculture, 
referring to crops that, it is said, cannot be sold. 
Nearly always the fact is that these crops can be 
sold, but.only at a price that the grower is unwilling 
to accept, or the Department of Agriculture unwilling 
to permit. 

“Parity,” as used in the term “farm price parity,” 
is to most persons a complete argument in favor of 
the very dubious proposition that the prices of farm 
products should always bear to the prices of goods 
that farmers buy*the same relation that they bore in 
the most prosperous years farmers ever had before 
the price-support laws were enacted. 


PAYING THE HIGHWAYMAN 


“Ability to pay,” whether applied to wages paid by 
a corporation or to taxes collected by the government, 
has an attractive sound to many. But why should a 
corporation pay its wage earners all it can, if they do 
not produce correspondingly, or if other workers are 
anxious to work for less? Why should a citizen pay 
all he can to the government, if the government does 
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“Ability to pay, whether to wages paid by a 
corporation or to taxes collected by the govern- 
ment, has an attractive sound to many. But why 


should a corporation pay its wage earners all it can, 
if they do not produce correspondingly, or if other 
workers are anxious to work for less?"—Col. 2, 
page 2. 


not give him corresponding benefits, or if other 
citizens are exempt? Moreover, the exact measure- 
ment of ability to pay in either case raises a problem: 
shall the corporation go into bankruptcy, or the tax- 
payer starve tomorrow, or shall they be allowed to live 
for ten years? These important questions are rarely 
considered and still more rarely answered. A high- 
wayman enforcing the ability-to-pay theory on his 
victims has no such problems; he simply takes all 
they have. 

Consider the word “job.” Is it an opportunity to 
exchange work for pay at a price mutually agreed 
upon? Or is it a right to be supported by an unwilling 
employer on a scale not justified by the value of the 
work done? If “every man has a right to a job,” does 
every man have the obligation to hire someone? And 
if not every man, who? 

“Equal” is a good question-begging word, partly be- 
cause it can mean either identical or equivalent, and 
partly because it sounds and looks like a contraction 
of “equitable’—a word of the most irreproachable 
idealism. But when we hear talk of equal! rights we 
should always stop and consider which kind of equal- 
ity is meant, and whether the persons concerned are 
equal in their ability to use those rights for socially 
beneficial purposes, and furthermore that inequalities 
may sometimes better be allowed to balance each 
other; equal totals may be composed of unequal cor- 
responding parts. 


AN ANCIENT EXAMPLE 


An ancient example of the consequences of a mis- 
leading symbol is the Aristotelian statement that 
interest is unnatural, because money is barren and 
cannot breed money. If the Greek word for interest 
(tokos) had not been the same as the Greek word for 
offspring, it is at least possible that it would not have 
occurred to the great Greek philosopher that the 
barrenness or fertility of gold or silver had anything 
to do with the case. 

“Fair price” is a phrase that automatically com- 
mands acceptance. It has an old history, going back 
to the “justum pretium” of Thomas Aquinas. In prac- 
tice, it is used to impose lower prices on producers, 
or higher prices on consumers, than the normal oper- 
ations of a competitive market would have done. 
That is probably because most persons’ idea of “fair” 
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is “customary,” and they do not realize that this is 
a changing world, especially in the matter of prices, 
so that custom is no longer a reliable guide, if it ever 
was. 

“Capitalism” and “capitalists” are words whose 
many literal meanings are obscured by emotional over- 
tones. Among some groups of businessmen they sound 
like prayers, with organ accompaniment; in Union 
Square they are uttered with a hiss. “Bourgeois” means 
either respectable, honest, and thrifty, or stupid, nar- 
row minded, bigoted, avaricious, and cold blooded, de- 
pending on who uses it. And Wall Street is no longer 
a street, but a conspiracy of malefactors of great 
wealth. 

Because of its connotation, the older phrase “closed 
shop” has been superseded by “union shop.” There 
is theoretically a slight distinction between the two, 
but they make it equally hard for a worker, if he 
does not wish to join a union, to make a living. 

“Social security” is a model of semantic appeal. 
Both words appeal to nearly everybody. Any doubts 
concerning the extent to which existing or proposed 
legislation contributes either to the welfare of society 
or the security of the individual are smothered by 
that intoxicating phrase. Strangely enough, a few 
advocates of this type of legislation have recently 
taken to calling the social security payments “pay- 
roll taxes” in order to emphasize the burden of tax- 
ation on wage laborers. They should watch their 
step; if that practice should become widespread, much 
of the popularity of the system would disappear. 


’ 


"PROFIT" IN DISREPUTE 


“Profit” is another word that has fallen into dis- 
repute. The smear technique is not solely responsible 
for its fate, because the word has been used in so 
many conflicting senses by economic theorists, ac- 
countants, and tax collectors that a layman can 
easily be forgiven for misunderstanding it and taking 
for granted that any profits beyond a modest amount 
are monopolistic, excessive, unfair, or unearned. In 


"As it is no trick at all to increase national income 
and purchasing power, as measured in money, by 
the age-old device of depreciating the standard 
unit by which they are measured, many economists 
and politicians have jumped to the conclusion that 
they know how to increase the real national income 


and purchasing power by some means other than 
by encouraging industry, enterprise, invention, and 
thrift. This is perhaps the greatest tragedy of 
economic symbolism, and the least excusable, be- 
cause of the repeated warnings given by history.” 
—Col. |, page 4. 
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"The so-called rights of property are really rights 
of property owners, who are human beings, and 


frequently quite admirable and deserving ones.” 
—Col. 2, page 4. 


the literature he reads, one or more of those adjec- 
tives is usually prefixed to the word, just as “damn” 
in the South is prefixed to “Yankee.” 

The unpopularity of the word “profit” is reinforced 
by the popularity of the word “use” in the slogan, 
“Production for use, not for profit.” Those who parrot 
this phrase overlook the obvious fact that no one 
can make profits by selling goods unless those goods 
are considered by buyers to have some use. Buyers 
are usually better judges than anyone else of the 
satisfaction that they will derive from a purchase; 
and the sellers must bow to the judgment of the 
buyers. 

The sad fate of the word “profit” was partly 
caused by the fact that profits are measured in money, 
and money has varied greatly in value, especially in 
the past thirty-five years. This variability in the 
yardstick of value has had similarly unfortunate 
effects on many other popular economic concepts, such 
as “national income” and “national purchasing 
power.” As it is no trick at all to increase national 
income and purchasing power, as measured in money, 
by the age-old device of depreciating the standard 
unit by which they are measured, many economists 
and politicians have jumped to the conclusion that 
they know how to increase the real national income 
and purchasing power by some means other than by 
encouraging industry, enterprise, invention, and thrift. 
This is perhaps the greatest tragedy of economic 
symbolism, and the least excusable, because of the 
repeated warnings given by history. 


"LIBERAL" IN REVERSE 


The word “liberal” is an outstanding example of the 
capture of an appealing slogan by its enemies. Dur- 
ing the nineteenth century and the first two decades 
of the twentieth, the Liberals were those who advo- 
cated expanding individual liberties and freeing the 
people from the shackles imposed by tradition or 
authority. Now the name is assumed as a title by 
those who advocate increasing the authority of the 
state (or of some ad hoc majority) over the indi- 
vidual, and increasing the subjection of the individual 
citizen to those who hold office, and his dependence 
on them. The chief difference between this so-called 
“liberalism” and the “enlightened despotism” of the 
eighteenth century is that the head of the modern 
authoritarian government is supposed to have been 
elected by the vote of the people, whereas the 
eighteenth century despots were hereditary rulers. 


But since liberalism was a half-century ago known 
to be the antithesis of statism, the movement now 
calling itself liberalism is not widely recognized as 
being a form of statism. 

“Human rights are superior to property rights” is 
a sure-fire phrase to make an audience feel that the 
speaker’s heart is in the right place. Of course it is 
meaningless, since property never had, and never can 
have, any rights. The so-called rights of property are 
really rights of property owners, who are human be- 
ings, and frequently quite admirable and deserving 
ones. Without the right of individuals to own prop- 
erty, civilization could never have evolved. I believe 
that this phrase is more frequently used than any 
other concatenation of syllables in the English lan- 
guage to put a respectable disguise on schemes to 
violate the Eighth and Tenth Commandments. 

I must mention one question-begging word that is 
found in theoretical literature—the word “virtually.” 
This means “nearly the same,” but that in turn means 
“not quite the same.” Imagine, if you can, how much 
less persuasive some of the arguments of Henry 
George and J. B. Clark would be if the word “virtu- 
ally” were replaced every time it occurs by the words 
“not quite.” 


BEYOND SYMBOLISM 


There are also homespun aphorisms of questionable 
value because they lack precision, especially in the 
matter of timing. To quote two from Wall Street: 
“What goes up must come down;” “Trees never reach 
the skies.” Sometimes they are charged with emo- 
tional appeal: “Don’t sell America short”; “Have 
faith in the future.” And, finally, they go beyond the 
borders of symbolism into the misty land of mysticism, 
as in the phrase “Man’s infinite potentialities,” which 
long greeted travelers emerging from the Washington 
railroad station and riding up to the Capitol. Or 
else they involve religious emotions, as in W. J. 
Bryan’s famous speech about crucifying mankind on 
a cross of gold. 


Graphic Symbols 


Nox. WE COME to the graphic symbols. Of 
these, by far the most common and most impor- 
tant is the conventional diagram showing a curve 
slanting down to the right to represent demand, and 
a curve either slanting down or up or running hori- 
zontally to represent supply. The vertical scale rep- 
resents price, and the horizontal scale quantity. This 
diagram purports to show that more goods will be 
sold at lower prices and that usually more goods will 
be produced at higher prices; and that only one price 
equates the demand with the supply. It is sound as 
far as it goes, provided it is definitely understood to 
represent only conditions as of a given time and place. 
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". « « little is known of the extent to which de- 
mand fluctuates with price except within ey nar- 


row limits, since historical changes in demand have 
always been greatly affected by influences other 
than price changes."—From col. below. 


Most users of these curves have warned their readers 
that they were assuming all other things to be equal 
—ceteris paribus. Nevertheless, failure to understand 
this limitation has caused many persons to maintain 
that depressions could be avoided or greatly mini- 
mized by price reductions, which, they said, would 
increase demand. 


HOW USEFUL ARE THE CURVES? 


They forgot, if they ever knew, that the demand 
curve shifts drastically to the left in depressions, and 
that no amount of price cutting within the absolute 
limits imposed by costs could restore demand to its 
boom height. Such a fallacious conclusion might 
possibly have been avoided if the curves had been 
set up in three dimensions, not two—the third dimen- 
sion being time. The impossibility of predicting 
changes over time might have deterred some students 
from drawing rash conclusions. On second thought, 
perhaps I should withdraw that sentence; there are 
too many economists who have not yet realized that 
completely accurate prediction is impossible, and that 
even general predictions are unlikely to be true 
enough to be useful for more than a very few years. 

However, besides the general reduction in demand 
during depressions, there are other possibilities that 
reduce the usefulness of these curves. The discovery 
of a substitute, or its increasing availability, may di- 
vert demand, especially if the price of the original 
product rises because of increased costs. The old 
demand curve then becomes useless. In practice, 
little is known of the extent to which demand fluctu- 
ates with price except within very narrow limits, since 
historical changes in demand have always been 
greatly affected by influences other than price changes. 


CONFUSION OF STATIC WITH DYNAMIC 


Granted that at any given time and place, with 
other conditions held absolutely rigid, the demand 
curve would usually slant down to the right, the con- 
ventional curve does not satisfactorily answer the 
question “why?” There are two main reasons: (1) 
the existence of various classes of buyers with vary- 
ing incomes and varying tastes; (2) the fact that for 
most individual buyers the purchase of two units 
does not give twice the satisfaction derived from the 
purchase of one. A change in the distribution of in- 
come would likely change the slope of the demand 
curve for many goods. Likewise, it is conceivable 
that some goods might become more highly valued 
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if they became more common—graduating from the 
class of trivial or supernumerary goods to the class 
of psychological or economic necessaries. 

Users of curves of this sort find it very easy to con- 
fuse static with dynamic conditions, extensive produc- 
tion or satisfaction with intensive, and special with 
general cases; and to draw conclusions, which, how- 
ever plausible they may be as a matter of algebra 
or descriptive geometry, may have little relevance to 
real life. For example, an article appeared recently 
in an outstanding professional journal, written by a 
professor at a leading university, in which the whole 
argument rested on an assumed identity between mar- 
ginal costs, a theoretical concept derived from the 
study of these curves, and direct costs, a concept of 
cost accounting. The comparison of static with dy- 
namic could be reduced, as previously suggested, by 
constructing such diagrams in three dimensions. No 
simple remedy for the other two sorts of confusion 
suggests itself, except the use of not-so-common 
common sense, coupled with a sound understanding of 
the principles of business accounting and the psy- 
chology of businessmen. 


Mathematical Symbols 


CONOMISTS have long sought to put their 

science on the same level as the physical 
sciences: by measuring materials and forces, and by 
recording the results of experiments in quantitative 
terms, with the hope of discovering general laws that 
might also be expressed precisely by mathematical 
formulas. In doing so, they have been faced with many 
difficulties inherent in the nature of the subject 
matter. 

In the first place, many economic phenomena can- 
not be measured in the sense that physical materials 
and forces can be measured. The subject and object 
of economics is the satisfaction of human wants; 
and human wants cannot be expressed in inches or 
pounds or ergs. 

They may perhaps be classified according to their 
relative intensity, but their relative intensity varies 
from individual to individual, from time to time, from 
place to place, and even in the same individual accord- 
ing to circumstances. For example, no one but a 
Freudian, or a specimen of the Anglo-Saxon conven- 
tional caricature of a Frenchman, would maintain 


. » « many economic phenomena cannot be 


measured in the sense that physical materials and 
forces can be measured. The subject and object 


of economics is the satisfaction of human wants; 
and human wants cannot be grpieties in inches or 
pounds or ergs."—From col. above. 


442 


that sex always takes precedence over other human 
wants. Hunger is usually a powerful want, but it 
sometimes yields to affection or to duty. The same 
is true of fear, or self-preservation. And all the de- 
tailed wants under those three headings, as well as 
other wants if there are any, continually shift in rela- 
tive intensity. The task of representing them quan- 
titatively is beyond human capacity. 


THOSE HORSES AND APPLES AGAIN 


Leaving the subjective wants and coming to the 
causes or materials for the satisfaction of wants: 
some of them cannot be measured; some can be 
measured but cannot be added, such as temperature, 
color, or speed; some can be added separatively, by 
number, weight, or bulk, but cannot be added to- 
gether in any significant measure. How, to use an old 
cliché, can you add horses and apples? If by weight 
or bulk or number, what relation does that total have 
to human wants or even to the human efforts involved 
in their production? We can say that, during a given 
period, the number of horses has increased or de- 
creased x per cent, ignoring whether they are Perch- 
erons or Shetlands; we can say that the number of 
apples has increased or decreased x per cent, ignor- 
ing whether they are McIntoshes or nubbins; and so 
on, with horses, automobiles, refrigerators, potatoes, 
playing cards, and everything else considered to 
satisfy human wants. But the only way to measure 
the aggregate is to express it in terms of market value 
measured in money, and then we cannot tell whether 
the apparent increase in goods is really that or only 
a decrease in the value of the money unit by which 
they are measured. 


DISREGARDING SOME FACTS 


As J. M. Keynes said: “The fact that two incom- 
mensurable collections of miscellaneous objects can- 
not in themselves provide the material for a quantita- 
tive analysis need not, of course, prevent us from 
making approximate statistical comparisons, depend- 
ing on some broad element of judgment rather than 
of strict calculation, which may possess significance 
and validity within certain limits. But,” he goes on 
to say, “the proper place for such things as net real 
output and the general level of prices lies within the 
field of historical and statistical description, and their 
purpose should be to satisfy historical or social curi- 
osity, a purpose for which perfect precision—such as 
our causal analysis requires, whether or not one’s 


"But the model-builders are not discouraged; 
they still manipulate their calculating machines as 


confidently as the mathematical philosophers in 
the flying island of Laputa."—Col. |, page 7. 


"As a consequence of proved or falsely assumed 
correlations based on limited data, there has arisen 


a common practice of extrapolating the correla- 
tions into dimensions far outside the realm of ex- 
perience."—Col. 2, page 7. 


knowledge of the actual values of the relevant quan- 
tities is complete or ecact—is neither usual nor neces- 
sary. To say that net output today is greater, but 
the price level lower, than ten years or one year ago, 
is a proposition . . . not without meaning and not 
without interest, but unsuitable as material for the 
differential calculus. Our precision will be a mock 
precision if we try to use such partly vague and non- 
quantitative concepts as the basis of a quantitative 
analysis.” (Italics ours.) 

Here we have a striking contrast of viewpoints. To 
Mr. Keynes, economic facts not suitable for the differ- 
ential calculus could be blithely disregarded, and he 
also held that perfect precision such as that required 
by his method of causal analysis did not require com- 
plete or exact knowledge of the actual values of the 
relevant quantities. 


THE EGGS IN THE OMELETTE 


As I see it, the economic facts that are not suitable 
for differential calculus are the more important ones; 
they constitute the core and the raison d’etre of eco- 
nomics. Moreover, I have grave doubts of the possi- 
bility of obtaining useful results from a method which 
does not require its data to be accurate if only they 
are precise. It appears that this Keynesian analysis 
comes close to being merely an exercise in symbolic 
logic, using data derived from economics—rather 
than a study of economics, using mathematics as a 
tool in the analysis. 

In the related science of statistics, a similar de- 
velopment has taken place; but there its instigators 
have been more aware of what they were doing. Sta- 
tistics, originally the quantitative study of matters 
pertaining to the state, has now pretty completely been 
reduced in the minds of most of its academic prac- 
titioners to a mere segment of mathematics, closely 
related to calculus and the theory of probability. The 
method has swallowed up the matter. 

As an economist and statistician with no preten- 
sions as an expert in mathematics, I am unable to see 
how any mathematical conclusions can be valid as a 
basis for action, or even as a basis for belief, unless 
their postulates are correct and complete. No ome- 
lette can be better than the eggs that go into it, no 
matter how expert the cook. 


For example, the Department of Commerce pub- 
lished, until 1946, a series of figures purporting to in- 
“General Theory,” 1935 edition, chapter 4, p. 39. 
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“In economics, experiments under controlled con- 
ditions are almost out of the question, for the labo- 
ratory material would be human lives. Such experi- 
ments as are initiated by politicians or businessmen 


are frequently accidental and rarely objectively 
observed or completely reported, and their results 
are usually disputed.""—Col. |, page 8. 


dicate the national income of the United States. Upon 
this series were based numerous articles in professional 
journals showing correlations between income and 
various kinds of consumption, and between income 
and employment, and the trend of growth in income 
and in output per worker, and the probable future 
income of the nation. Washington statisticians called 
the writers of such articles model-builders. The offi- 
cial figures for national income were replaced by a 
new series, which also has since been revised; and the 
old correlations turned out to be inconsistent with the 
new series. But the model-builders are not dis- 
couraged; they still manipulate their calculating 
machines as confidently as the mathematical philoso- 
phers in the flying island of Laputa. 

Similarly, for several decades the Census has pub- 
lished figures showing the number of persons em- 
ployed or seeking employment, and, since 1940, has 
published monthly estimates based on samples. From 
these series, attempts have ben made to work out 
correlations with the age and sex distribution of the 
population and to forecast future trends. Here, 
again, the basic figures have been revised several 
times, partly as a result of changing definitions, partly 
as a result of changing methods of counting. Appli- 
cation of the same methods of correlation and extra- 
polation to the new figures gives significantly differ- 
ent results. 


"TWO BRIDGES FELL" 


A word should be said about “correlation,” which 
is, according to Webster, “the relation between the 
values of two attributes of a group of individuals 
when the probability that the second attribute has 
a certain value when the value of the first attribute 
is known depends on the value already taken by the 
first attribute as well as on the value to be taken by 
the second attribute.” This concept, which is very 
useful in some static situations, has been wrongfully 
applied to historical series, where it leads to spuriously 
high coefficients of correlation. It has also been 
taken to prove a causal relation between the first 
factor and the second, when in reality the causal re- 
lationship may have been in the reverse direction or 
when both factors may have been the results of 
another factor not stated. 
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As a consequence of proved or falsely assumed 
correlations based on limited data, there has arisen a 
common practice of extrapolating the correlations 
into dimensions far outside the realm of experience. 
Relationships that apparently held true in the 1930’s, 
when the national income was $40 billion to $75 
billion and the wholesale price index between 65 and 
86, were confidently extended to the late 1940’s, when 
national income was between $180 billion and $223 
billion and the wholesale price index between 106 
and 165. Charles R. Kettering, to whom I once ex- 
pressed my views of this practice, sagely remarked: 
“We use extrapolation in engineering, too; that is 
why two bridges fell into the St. Lawrence River.” 


FONDNESS FOR PATTERNS 


The human mind—or should I say soul?—loves pat- 
terns and is fond of finding them wherever possible. 
Consequently, equations of relationship explaining 
patterns are willingly accepted. The theory of 
probability can properly be used to establish their ex- 
istence or nonexistence within the field covered by the 
data. It is incapable of explaining their causation, 
and, in the absence of knowledge concerning their 
causes, nothing sound can be deduced as to their 
probable duration, or possible remedies if remedies 


_are desired. This, in spite of the fact that the author 
“ of a popular textbook in economics wrote a few years 


ago: “We do not yet know the cause of depressions, 
but we have learned how to cure them.” 

On the whole it would seem that correlation in 
economic analysis has little more than a negative 
value; z.e., it is undeniably useful in ruling out chance 
coincidences and spurious patterns, but as a basis 
for positive conclusions is limited in applicability and 
dangerous in practice. 

The theory of probability has also been used to 
justify the use of small samples instead of complete 
counts, as for example in studying characteristics of 
the population, the labor force, income distribution, 
etc. This theory strictly applies to a completely ran- 
dom sample from an infinite universe, such as toss- 
ing coins or throwing dice. In practice, it is safe 
enough when used for random or systematic counts 


"If [a true scientist uses any] logical processes, 
he should verify his premises and assure himself and 
his readers that they are not only the truth, but the 
whole truth and nothing but the truth. If this can- 


not be done the proposition is not proved, and he 
has merely offered another hypothesis to a world 
that, | am afraid, is not skeptical enough for its 
own good.''—Col. 2, page 8. 
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of records representing the complete universe—as, 
for example, the practice of the Census Bureau in 
asking supplemental questions of every tenth person; 
or the practice of the Bureau of Internal Revenue in 
extracting information from every tenth card in its 
files for incomes under $5,000, while adding separately 
all cards for incomes over $5,000. 


3,000 FOR 150 MILLION 


But it has been widely applied on a geographical 
basis. The government statisticians have convinced 
themselves that they can get reliable results repre- 
senting 150 million persons from samples of 3,000 
or thereabouts, if only they classify and cross-classify 
the regions of the country by several characteristics, 
which they think gives them a random sample, or at 
least an unbiased one. When discrepancies between 
such samples and complete counts of the same char- 
acteristics become evident, some statisticians confi- 
dently explain them away as being only the result of 
superior skill on the part of their own investigators 
and seriously maintain that their small samples are 
more reliable than a complete count. This extreme 
view is, I believe, an occupational disease, resulting 
from overconfidence in the validity and applicability 
of mathematical formulas. Other statisticians take a 
more moderate view, to the effect that the difference 
between the cost of a sample and that of a complete 
count is greater than the value of the added accuracy 
in a complete count, and on that score in many fields 
of investigation they are undoubtedly right. 

It is not surprising that so many economists resort 
to symbols, such as abstractions, graphs, and mathe- 
matical formulas. Human activity in the production, 
exchange, and enjoyment of goods is so complicated, 
so much affected by individual choices, and by unpre- 
dictable accidents, that a completely accurate com- 
prehension, or even a moderately complete descrip- 
tion of it, is beyond the capacity of any one man or 
any dozen books. Descriptions in ordinary language, 
if brief, are liable to be misunderstood; if long, they 
will not be read. In such a situation the shorthand 
of symbolism is attractive, useful, and occasionally 
indispensable, although it is distressingly easy to mis- 
read the notes. 


INADEQUACIES OF HISTORIANS 


But before the description to others must come 
the knowledge of the author. In many other sciences, 
laboratory experiments can be carried out on small or 
large scales, and can be repeated under varying cir- 
cumstances until the final result is established beyond 
doubt, and accepted by all reasonable scientists. In 
economics, experiments under controlled conditions 
are almost out of the question, for the laboratory 
material would be human lives. Such experiments as 
are initiated by politicians or businessmen are fre- 


quently -accidental and rarely objectively observed 
or completely reported, and their results are usually 
disputed. Of course a businessman’s failure is usually 
recorded as such on the books of the bankruptcy 
court, or at least on the books of his creditors, but 
the real reasons for it are frequently in doubt. The 
politicians’ failures are concealed by censorship, or 
obscured by propaganda, or canceled by the failures 
of other politicians. 

What little could be learned from them by diligent 
students of history may not be learned because of the 
historians’ own inadequacies. Or if some useful infor- 
mation and some sound conclusions are recorded, these 
findings may not be combined with other historians’ 
gleanings from other experiments. Consequently, the 
serious student of economics must do the best with 
what he has, make the most of his historical infor- 
mation and current observation, try to reconcile ap- 
parent opposites and eliminate apparent irrelevancies. 
Symbolism, his own or his predecessors’, seems to 
shorten the task and to eliminate the necessity of 
thinking out each problem in detail. And it has an- 
other advantage to a man seeking to establish his 
reputation as a scientist and original thinker—it im- 
presses many readers who would not be impressed by 
the logic, if any, behind the symbols. 

Some students strive mightily until they learn the 
magic formulas well enough to set themselves up as 
teachers. Others, less ambitious, repeat unconsciously 
to themselves the words of the immortal Bunthorne: 
“Tf this young man expresses himself in words too 
deep for me, why what a very singularly deep young 
man this deep young man must be!” Humility in 
such cases is not a virtue. 


THE ASSET OF SKEPTICISM 


Symbols cannot be completely avoided, but a true 
scientist must earnestly strive to prevent a useful 
tool from turning into a Frankenstein monster. As 
precautions against such a catastrophic metamor- 
phosis, he should carefully refrain from using verbal 
or graphic symbols that fail to distinguish the essence 
from the accidents, or that are capable of more than 
one meaning, or that involve moral judgments or 
emotions. 

If he says that something is excessive, or unjust, or 
unreasonable, he should be prepared to prove it by 
reference to some objective or scientifically support- 
able standard of moderation, justice, or reason. If 
he uses mathematical processes, or any other logical 
processes, he should verify his premises and assure 
himself and his readers that they are not only the 
truth, but the whole truth and nothing but the truth. 

If this cannot be done, the proposition is not proved, 
and he has merely offered another hypothesis to a 
world that, I am afraid, is not skeptical enough for 
its own good. 
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